MERCHANT MARINE LEGISLATION 


\ | 


HEARINGS 


SUBCOMMITTEE OF THE 
COMMITTEE ON 
INTERSTATE AND FOREIGN COMMERCE 
UNITED STATES SENATE 
EIGHTY-FOURTH CONGRESS 


ON 


S. J. Res. 132 


A JOINT RESOLUTION TO AUTHORIZE THE SECRETARY OF COMMERCE 
TO SELL CERTAIN WAR-BUILT CARGO VESSELS, AND FOR OTHER 
PURPOSES 


H. R. 4118 


AN ACT TO AMEND SECTION 606 (5) OF THE MERCHANT MARINE ACT, 
1936, RELATING TO THE COMPUTATION OF THE 10-YEAR RECAPTURE 
PERIOD 
S. 2709 
TO PROVIDE FOR STANDBY AUTHORITY FOR PRIORITIES IN TRANS 
PORTATION BY MERCHANT VESSELS IN THE INTEREST OF NATIONAL 
DEFENSE, AND FOR OTHER PURPOSES 


~~ 4 
S. 3113 
TO AMEND SECTION 9 (c) OF THE MERCHANT SHIP SALES ACT OF 1946, 
AS AMENDED 


S. 1833 
TO AMEND THE MERCHANT MARINE ACT OF 1936, AS AMENDED 
S. 3223 
TO AMEND SECTION 206 OF THE MERCHANT MARINE ACT, 19386, AS 
AMENDED, RELATING TO THE CONSTRUCTION REVOLVING FUND 


S. 3224 
TO AMEND SECTION 206 OF THE MERCHANT MARINE ACT, 1936, TO PRO- 
VIDE FOR THE SALE OF SHIP MORTGAGES, AND FOR OTHER PURPOSES 


MARCH 12 AND 18, 1956 


Printed for the use of the Committee on Interstate and Foreign Commerce 
UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1956 








COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE 
WARREN G. MAGNUSON, Washington, Chairman 


JOHN O. PASTORE, Rhode Island JOHN W. BRICKER, Ohio 

A. S. MIKE MONRONEY, Oklahoma ANDREW F. SCHOEPPEL, Kansas 
GEORGE A. SMATHERS, Florida JOHN MARSHALL BUTLER, Maryland 
PRICE DANIEL, Texas CHARLES E. POTTER, Michigan 

SAM J. ERVIN, Jr., North Carolina JAMES H. DUFF, Pennsylvania 

ALAN BIBLE, Nevada WILLIAM A. PURTELL, Connecticut 
STROM THURMOND, South Carolina FREDERICK G. PAYNE, Maine 


EDWARD JARRETT, Clerk 
HAROLD I, BAYNTON, Chief Counsel 





MERCHANT MARINE AND FISHERIES SUBCOMMITTEE 


WARREN G. MAGNUSON, Washington, Chairman 
JOHN O. PASTORE, Rhode Island JOHN MARSHALL BUTLER, Maryland 
PRICE DANIEL, Texas JAMES H. DUFF, Pennsylvania 
AUGUST J. BOURBON, Professional Staff Member 


II 





CONTENTS 





Senate Joint Resolution 132 


Statement of— 
Daggett, H. L., president, National Marine Beneficial Association, 132 
Third Street SE., Washington, D. C.....--.....-..-.-.-.--...- 
Dewey, Ralph B., Washington representative, Pacific American 
Steamship Association, 1625 K Street NW., Washington, D. C___-_ 
Morse, Hon. Clarence G., Administrator, Federal Maritime Admin- 
istration, Washington, RM ae ge le ek de Ta 
Skinner, D. E., president, Alaska Steamship Co., Skinner Building, 
SeenON FNS o— ts e es h i e Seiateciinn 
Wohlstetter, Alan F., 1518 K Street NW., Washington, D. C. (pre- 
senting statement of Mr. Ghezzi, in behalf of the Alaska Freight 
BASE EN oo ie ole wun ama aioes wath oot ies 
Written statements of— 
Shapiro, Alvin, American Merchant Marine Institute, Inc., 1701 K 
SE ni, WON: BRR a i losece pre ae MR a eres en ae 
Skinner, D. E., president, Alaska Steamship Co., Skinner Building, 
NM an EDS a cas as tan ea aes stew nas cca Shar 
Letters and telegrams from 
DI ae Dic Oe INOS 26 Soon ss dh edge onan Sasninadawcuws 
Backman, A. E., March & McLennan, Inc., White Building, Seattle 1, 
WY GG. KORNOG) MEMEEENE SW oo ne ces n enn weedeat 
Decker, Capt. George % Seattle representative, National Organi- 
zation Masters, Mates and Pilots of America, 1923'4 First Avenue, 
Seattle 1, W ash., CO ee ee ee ee e 
Deforest, Elliot, president, The Alaska Merchant Line of Alaska, Inc., 
2737 4th Street, South, Seattle, Wash., dated March 16, 1956-____ 
Farnsworth, George W., vice president, Marsh «& McLennan, 1020 
White Building, Seattle 1, Wash., dated March 8, 1956________- 
Heintzleman, Hon. B. Frank, Governor of Alaska, Juneau, Alaska___ 
Ragan, William F., counsel, Coastwise Line, San Francisco, Calif., 
_ dated March 21, cage OEE ET COT OT Te 





5, 1956 Bt i ee Fier oe et a ele i Re Sata 
Seid, J., vice president, Coastwise Lines, San Francisco, ‘Calif., 
di sae RE, es a aia a Rabin wa will wala em ar been 
Skinner, D. E., president, Alaska Steamship Co., Skinner Building, 
Seattle, Wash., dated February 2, 1956.......---.-------.-.- 
Staadecker, Joel’ B., 1020 White Building, Seattle 1, Wash., dated 
DAE SR a ont oes DEER eae Kea ew eee 
Department of the Navy, dated March 9, 1956_____._-_---_- mie rs 
Department of the Treasury, dated March 9, 1956_.._.......-__-- 
General Accounting Office, dated March 1, 1956_______~ 


H. R. 4118 

Statement of— 
Gibbons, C. D., vice president, United States Lines Co., 1 Broadway, 
RE sel bo ec % ae in pub ite eam vier el Wail ion oe 
Morse, Hon. Clarence G., Administrator, Federal Maritime Adminis- 
tration, Washington, Pe et Ce ee 

Letters from— 

Morse, Hon. Clarence G., Administrator, Federal Maritime Adminis- 
tration, March 16 and March 23, 1956____...-------- 
Reports from 
Department of Commerce, dated July 28, 1955___...-....--_------ 
Department of the Navy, dated October 10, 1955 
Department of the Treasury, dated July 14, 1955_......._____- ; 
General Accounting Office, dated July 22, 1955_..._....._._______- 


III 





16, : 


48, 


16 


15 


46 
43 


49 


42 
41 
41 
40 








IV CONTENTS 


S. 2709 
Statement of 
Morse, Hon. Clarence G., Administrator, federal Maritime Adminis- 
tration, Washington, D. C " ase : ee ee 
Williamson, Hugh §8., vice president, Association of American Ship 
Owners, 1016 16th Street NW., Washington, D. C 
Statement submitted by 
O’Conor, Hon. Herbert R., Washington counsel, American Merchant 
Marine Institute, Inc., 1701 K Street NW., Washington 6, D. C___ 
Weeks, Hon. Sinclair, Secretary, Department of Commerce, Wash- 
ington 25, D. C 
Reports from— 
Department of Commerce, dated March 9, 1956 and March 14, 1956_ 
Department of ~ Interior, dated December 20, 1955__-- 
Department of the Navy, dated March 10, 1956_ 
Department of Sté a dated March 9, 1956_ _ _ - 
Department of the Treasury, dated March 13, 1956 
General Accounting Office, dated August 16, °1955___ 
Panama Canal Company, dated March 9, 1956_- 


S. 3113 
Statement of 
Krusen, Leslie C., Lewis Tower Building, Philadelphia, Pa., repre- 
senting Chas. Kurz & Co., Inc., Paco Tankers, and Keystone 
Tankship Corporation__- ‘ taste tale ect aiaek oe 
Morse, Hon. Clarence G., Administrator, Federal Maritime Adminis- 
tration, Washington, D. C. (Read by Eugene J. Ackerson, Deputy 
General Counsel) cee ie eee SI es 
O’Conor, Hon. Herbert R., Washington counsel, American Merchant 
Marine Institute, Inc., 1701 K St. NW., Washington, D. C 
Reports from— 
Department of the Navy, dated March 10, 1956_- 
General Accounting Office, dated March 138, 1956 


S. 1833 
Statement of— 
Morse, Hon. Clarence G., Administrator, Federal Maritime Adminis- 
(eli: RV GeNUON tO AD locos. ct cee be coes Sareea beeko~ 
Rice, Albert E., assistant general counsel, American Merchant Marine 
Institute, 11 Broadway, New York 4, N. ra ez co oh Se RE a act 
Stoddard, William, secretary, Association of American Ship Owners, 
76 Beaver Street, New York, N. Y 
Statement submitted by— 
Shapiro, Alvin, American Merchant Marine Institute, Ine., 1701 K St. 
Pt came MIR RNRINIDNR EDS Mo inci ease ar es ae oe aie 
Stoddard, William, secretary, Association of American Ship Owners, 
76 Beaver St., New York, N. Y 
Reports from— 
Department of Justice, dated July 15, 1955_...--.--...-..---.... 
General Accounting Office, dated July 27, 1955 
Maritime Administrator, March 29, 1956 


S. 3223 and S. 3224 

Statements submitted by— 
Morse, Hon. Clarence G., Administrator, Federal Maritime Adminis- 
tration, Washington, Me on ee Besar eres 
Purdon, Alexande ‘r, executive director, C ommittee of American Steam- 
ship L ines, 1701 K Street NW., W ashington, D.C 

Reports from— 

Department of Justice on S. 3223, dated March 19, 1956 
Department of Justice on 8. 3224, dated March 19, 1956 


Page 
53 


56 


65 
113 
59, 61 
64 

62 

63 

63 

64 

64 


67 
72 


84 
71 


87 
97 
101 


103 
102 
96 


96 
111 


108 
107 


111 
111 








THE 
DEPOSITED BY 
UNITED STATES © F AMERICA 


MERCHANT MARINE LEGISLATION 


MONDAY, MARCH 12, 1956 


UNITED SrTaTEs SENATE, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTER ON MercHANT MARINE AND FISHERIES, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10:08 a. m., in room 
G-16, United States Capitol, the Honorable Warren G. Magnuson 
(chairman), presiding. 

Present: Senator Magnuson (chairman).* 

The Cuarrman. The committee will come to order. 

Other members of the subcommittee will be here a little later. We 
have a long session, so we will start. 

The Chair wants to make a brief opening statement. Starting 
this week, we intend the committee to devote a whole week of hear- 
ings on matters affecting the maritime industry. We have set for 
this morning three bills which involve the industry. There are some 
eight further bills and resolutions which we will try to take up this 
week, plus hearings on ore carrier construction and MSTS on Wednes- 
day and Thursday. 

Wednesday morning we have a regular committee meeting, so that 
will be Wednesday afternoon. The rest of the hearings will be in the 
morning. We are going to try to concentrate all wee k on these mari- 
time problems. 

The three bills we have this morning are somewhat controversial. 
There are some other bills this week that will be of interest to the 
maritime people which are not too controversial. It is a matter of 
getting them to hearings and getting them out. 

The first one this morning is 8S. J. Resolution 1382, which would 
authorize the Secretary of Commerce to sell two war-built vessels, 
the Square Knot and Square Sinnet, to the Alaska Steamship, which 
7 now operating the ships under bareboat charter. 

S. J. Res. 132 is as follows:) 


[S. J. Res. 132, 84th Cong., 2d sess.] 


JOINT RESOLUTION To authorize the Secretary of Commerce to sell certain well-built 
cargo vessels and for other purposes 


Resolved by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) the Secretary of Commerce is hereby 
authorized during a period of six months after the enactment of this joint 
resolution, to sell to the Alaska Steamship Company the C1—-M-AV1 type cargo 
vessels, Square Knot and Square Sinnet on an as is, where is, basis. The sales 
price for the Square Knot shall be the sum of $460,499 which sum shall be 
reduced by $127 per day as depreciation for the period beginning January 16, 
1956, and ending with the date of execution of the contract of sale of the vessei. 





1 Staff member assigned to this hearing: August J. Bourbon. 
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The sales price for the Square Sinnet shall be the sum of $463,529 which sum 
shall be reduced by $126 per day as depreciation for the period beginning January 
16, 1956, and ending with the date of execution of the contract of sale of the 
vessel. 

(b) Each such sale shall be on the basis of the payment by the purchaser 
of not less than 25 per centum of the vessel sales price at the time of the execu- 
tion of the vessel sales contract. with balance payable in approximately equal 
annual installments over the remainder of the twenty-year economic life of the 
vessel, with interest on the portion of the vessel sales price remaining unpaid at 
the rate of 3% per centum per annum. The obligation of the purchaser with 
respect to payment of such unpaid balance, with interest, shall be secured by a 
preferred mortgage on the vessel in form satisfactory to the Maritime Ad- 
ministrator. 

(c) Any contract of sale executed under authority of this Act shall provide 
that in the event the United States shall, through purchase or requisition, ac- 
quire ownership of any such vessel, the owner shall be paid therefor the value 
thereof, but in no event shall such payment exceed the actual depreciated sales 
price under such contract (together with the actual depreciated cost of capital 
improvements thereon), or the fair and reasonable scrap value of such vessel, 
as determined by the Maritime Administrator, whichever is the greater; that 
such determination shall be final; that in computing the depreciated acquisition 
cost of such vessel, the depreciation shall be computed on the vessel on the 
schedule adopted or accepted by the Secretary of the Treasury for income tax 
purposes as applicable to such vessel; that such vessel shall remain documented 
under the laws of the United States during the remainder of the twenty-year 
economic life of the vessel or as long as there remains due the United States 
any principal or interest on account of the sales price, whichever is the longer 
period; and that the foregoing provisions respecting the requisition or the 
acquisition of ownership by the United States, and documentation shall run 
with the title to such vessel and be binding on all owners thereof. 


The Cratrrman. Mr. Morse, the Maritime Administrator, is here. 
We will be glad to hear from you first regarding these bills. 

I might say at the outset that a number of these bills have been 
introduced by me, by request. Some of them were departmental 
bills. Others are bills which involve maritime matters. But in all 
cases the introduction of the bill is to get them before the committee 
and see if we can’t move along with some of our maritime problems. 

We will hear from you, Mr. Morse, on Senate Joint Resolution 132. 


STATEMENT OF CLARENCE G. MORSE, MARITIME ADMINISTRATOR 


Mr. Morse. Senate Joint Resolution 132 would authorize the Sec- 
retary of Commerce, during a period of 6 months after its enactment, 
to sell the vessels Square Knot and Square Sinnet on an “as is, where 

* basis to the Alaska Steamship Company, Ltd. The basic sales 
oe for the Square Knot as of January 15, 1956, would be estab- 
lished at $460,499 and depreciation would be allowed at the rate of 
$127 per day from that date up to the date of execution of contract 
of s ‘sls. The basic sales price for the Square Sinnet as of January 15, 
1956, would be established at $463,529 and depreciation would be 
allowed at the rate of $126 per day from that date up to the date of 
execution of contract of sale. 

The Cyarrman. In other words, Mr. Morse, in that case the price 
for the two would be approximately the same. There is very little 
difference; approximately $3,000. 

Mr. Morse. Approximately $3,000. That has been depreciated 
from the date of delivery down to January 15. 

The Cuarrman. Are they sister ships? 

Mr. Morse. They are identical ships. 

The Cuamman. One of them was built a little later than the other. 
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Mr. Morse. A few days difference in delivery. 

Under the measure the purchaser would be required to pay not less 
than 25 percent of the vessel sales price at the time of the execution 
of the ae sales contract, with the balance payable in approximately 
equal annual installments over the remainder of the 20- year economic 
life of the vessel, with interest on the portion of the vessel sales price 
remaining unpaid, at the rate of 314 percent per annum. 

The measure further would provide that, in the event the vessel is 
requisitioned or purchased by the United States, the cost to the United 
States shall not exceed the depreciated sales price of the vessel plus 
the depreciated cost of capital improvements, or the scrap value of 
the vessel, whichever is the greater. 

The subject vessels are diesel propelled cargo vessels of moderate 
size, having a gross tonnage of 3,800, and a deadweight tonnage of 
5,970 each. The vessels were built for Government account and were 
commissioned on March 22, 1945, and May 29, 1945. Upon being 
placed in service, the vessels were operated for the account of the Gov- 
ernment and in July 1948 and August 1948, were placed with the 
Alaska Steamship Co. for operation under bareboat charter. Under 
this charter these vessels have been engaged, along with other vessels 
of the Alaska Steamship Co., in the service from the west coast of the 
United States to Alaska, and at the present time continue to operate 
in that service. 

The sale, which would be authorized by this statute, would enable 
the purchaser to continue his present operating service between the 
west coast ports and those of Alaska by means of vessels privately 
owned by that company and thus reduce the number of Government- 
owned ships under charter. 

We are informed that this company intends to carry forward its 
same operating service by which means a number of the smaller ports 
in Alaska are served during the navigating season. This service is 
one which is closely assoc iated with the developme nt of the economy 
of Alaska and is of high value in carrying on the transportation of 
important commodities between the United States ports and Alaska. 
Accordingly, it is recommended that the joint resolution be amended 
as follows: 

Page 2, line 15, insert at the end of the line the following: “Except 
with the prior approval of the Maritime Administrator, any vessel 
sold under this joint resolution shall, during the period ending De- 
cember 31, 1965, or so long as there remains due the United States any 
principal ‘or interest on account of the purchase price, whichever is 
the longer period, be operated only in, the service between the west 
coast of the United States and Alask: 

The Cuatrman. The purpose of that amendment, as I understand, 
is to limit the operation of these ships to that one trade? 

Mr. Morse. Correct. The reason being that special treatment is 
being afforded to these people, enabling them to buy, and the vessels 
are required for that service and should be utilized in that service. 

The subject vessels, and others of their type, were available for 
sale to American citizens during the period from March 1946 until 
January 15, 1951, when ship sales authority in the Merchant Ship 

Sales Act of 1946 expired. Legislation is required in order to author- 
ize the sale of the vessels at this time. This Department is on record 
as not favoring generally the reopening of the program of sale of 
war-built vessels. We have opposed such legislation unless some 
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peculiar or special reason has existed for such sale and the sale would 
not be prejudicial in any respect to citizens of the United States who 
have purchased vessels under the 1946 act prior to termination of 
the authority to sell. We believe that in this case the sale of these 
specific vessels will fill a requirement important to the national econ- 
omy and will not unduly interfere with existing private investment 
and operation, and that authority to sell these vessels may be favor- 
ably considered by the Congress. 

The continued operation of these vessels under the American flag 
will assure continued employment of United States citizens in the 
operation of the vessels, as well as the benefits from taxes arising from 
such employment and use which will be of benefit to the whole economy. 

Further, the American commercial operation will assure the vessel 
being maintained as an operating unit available to the United States 
immediately in time of emergency, and at a cost not more than the 
depreciated sales price. 

The values fixed in the measure of a basic sales price of $460,499 for 
the Square Knot and $463,529 to the Square Sinnet are computed upon 
the basis of the floor price established for the vessel in accordance 
with the provisions of the Merchant Ship Sales Act of 1946 allowing 
depreciation of the vessel from that figure, as reduced by the residual 
value of the vessel, upon the basis of the remaining life of the vessel, 
to be applied during the pericd between the conclusion of sales author- 
ity under that act on January 15, 1951, to the date of execution of 
contract of sale under the measure. 

The Cramman. Mr. Morse, as I understand it, this is a basic 
formula that you have in the Department in case of sale under special 
conditions / 

Mr. Morse. That is true. We are following out the formula of 
fixing the price on the depreciaticn set up in the 1946 act. 

The Cuatrman. This is the formula that is pretty much followed 
in other cases? 

Mr. Morse. Yes, sir. 

In this manner the Government receives an amount which would 
be equi al to that which would have been received by sale under the 
Merchant Ship Sales Act of 1946, as amended, less depreciation, and 
retains all of the charter hire earnings from the vessel. 

We recommend favorable consideration and enactment of the meas- 
ure amended as above recommended. 

The Criatrrman. These vessels are now in operation / 

Mr. Morsr. They are now in operation under charter. 

The Cratrman. Under bareboat charter. What are the terms of 
the bareboat charter in matter of time? Is that revocable upon 
notice / 

Mr. Morse. It is an indefinite charter, subject to 15 days’ notice of 
cancellation. 

The Cnamrman. By either party? 

Mr. Morse. Either party. 

The Crairman. So that the bareboat charter is somewhat in the 
nature of a temporary use of the vessels in case either party wants 
to change its mind ? 

Mr. Morse. That is correct. 

The Cuatrman. Thank you, Mr. Morse. 

Mr. Skinner, we will be glad to hear from you. 
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STATEMENT OF D. E. SKINNER, PRESIDENT OF ALASKA 
STEAMSHIP Co. 


The Craiman. I understand that you have a statement which you 
would like to place in the record, which is somewhat in detail, and 
contains some of the figures involved in the operation and sale of the 
ships and the use and so forth, and you also want to make an oral 
statement. 

Mr. Sxinner. I am D. E. Skinner, president of the Alaska Steam- 
ship Company which desires to purchase two vessels which it now 
operates under charter from the Maritime Administration, and con- 
tinue to operate them in the Alaska trade as it has been doing for 8 
years. There will be no change so far as competition is concerned 
because we would simply be operating as owned vessels the same ves- 
sels that we now operate under charter. 

The Maritime Board has repeatedly found that this service is in 
the public interest, that it would not be adequately served without 
these vessels, and that suitable privately-owned vessels are not avail- 
able. 

I would like to have included in the record a statement giving in 
greater detail some of the facts. 

The Cuatrman. I wish you would enlarge on that. As you people 
realize it is a different type of situation involving the rate structures. 
The Alaskan trade has been called a second-hand trade because of its 
‘ate structure which has been regulated and you say it will not sup- 
port newly constructed vessels for which the law provides no subsidy ? 

Mr. Skinner. Yes, sir. 

The Cuatrman. That makes the situation different with reference 
to the Alaskan trade than the normal conditions ? 

Mr. Skinner. That is correct. The trade has traditionally been 
served by second-hand vessels and even they find it economically 
difficult. 

The Cuamman. How old are your ships? I know but I would like 
it for the record. 

Mr. Sxrnner. The oldest vessel was a Liberty boat built in 1943. 
All of our vessels were built either in 1943 or later. We have disposed 
of all of our so-called obsolete tonnage and are trying to get the fleet 
on a privately-owned modernized basis. 

We have been operating these two vessels under charter since 1948 
and have never earned a cent of profit, nor, of course, have we been 
able to lay away anything in the nature of depreciation for their 
ultimate replacement. 

These ships were built in 1945 and made available for sale by the 
1946 act. Their price, however, was exceedingly high—$693,000— 
over twice per deadweight tonnage that of the Libertys. We could 
only afford to buy two C1-M-AV1 and to adequately serve the trade 
we had to charter others. 

For the convenience of the committee we have prepared a map of 
the Territory in an attempt to show the area to be covered when one 
attempts to serve all of Alaska. The red dots that have been placed 
on the map indicate the ports of call that this type of ship that we 
are discussing this morning called at and served during the years 
1954-55. I believe they are 52 in number. The farthest northern port 
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of Kotzebue is approximately 2,500 miles from the port of Seattle, 
which is our home port. 

The Cuamman. Further, it should be added that some of this trade 
is very seasonal ? 

Mr. Sxinner. Yes, sir; very seasonal. As a matter of fact, the 
so-called Aleutian chain area, which is the arm which sticks out the 
southwest corner, cannot be penetrated until after May 31, and all of 
our ships must be out of that area by October 31, whiels leaves us a 
relatively short season. That is due to the ice conditions which prevail. 

We are the only company that attempts to serve all of Alaska, where 
service to the smaller ports is possible only when coupled with other 
and larger ports. The Cl-M-—AV1 is the only available type of vessel 
physically capable of serving the outports, which is the reason that we 
are now the only United States company operating C1-M-AVV’ 
The Liberty type vessels can serve the larger ports. 

We thought that in 1956 these vessels should be sufliciently depre- 
ciated so that we could acquire two more, and so advised the Maritime 
Administration. By conventional depreciation their present value 
would be around $320,000. Maritime took the position that a formula 
had been ene by Congress in the case of the President Cleveland 
and President Wilson, producing in our case a figure of around 
$450,000, which Maritime felt it would have to follow if its recom- 
mendations were requested, although it appeared to have no objection 
if the Congress to aid the Territory arrived at a lower figure. 

The legislation before you was drafted to meet the views of the 
Maritime Administration. We are ready to pay the higher price if 
that is the will of Congress. We do not believe it proper to attach to 
that higher price conditions that were not in the Merchant Ship Sales 
Act of 1946, but were intended only for subsidized vessels under the 
1936 act. However, I suppose we could live with such conditions as 
are set forth in the proposed legislation as introduced, if that also is 
the will of Congress. 

Certainly it would seem unreasonable to charge any more or to 
add any further conditions. 

Late last evening we received a copy of a statement which I under- 
stand is to be filed at this hearing on behalf of Alaska Freight Lines, 
which conducts an operation of a tug and barge service between 
Seattle and three ports in Alaska referred to as the rail-belt area. 
This company has been operating as a common carrier since 1952 in 
this same trade. 

Since 1950 Alaska Steam has been operating four dry cargo and two 

reefer C1-M-AV1-type vessels under charter which is ‘subject to 
annual review upon notice to all interested parties, and whose continu- 
ance is conditioned upon findings that, one, the service is in the 
public interest; two, that it would not be adequately served without 
these vessels; and three, that suitable privately owned vessels were 
not available. 

Neither in 1950, 1951, 1952, 1953, 1954, nor in 1955 did Alaska 
Freight Lines take any exception to the continuance of these charters 
upon any or all of these six vessels for the obvious reason that they 
could not dispute the necessity of their continued operations. 

The Cuamman. Let’s get this straight. A competitor can always 
come in and object to the continuation of a bareboat charter? In 
other words, intervene in a case before the Board ? 
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Mr. Skinner. That is my understanding. 

The Crarman. Particularly if their contention would be that 
the Government-operated ships were then in competition with pri- 
vately owned operation ? 

Mr. Sxrnner. Yes; and that they could provide the service to these 
ports. 

The CHatrmMan. And they could provide the service? 

Mr. SKINNER. Yes, sir. 

The Cuarrman. As I understand, that has not been done up to 
date? 

Mr. Skinner. That is correct. This is 1956, and these charters 
began in 1950. 

Alaska Freight Lines can, of course, contest the continued char- 
ter of the remaining four C1-M-AV1-type vessels where they come 
up for review next spring, but we are quite surprised at their position 
now in opposition to the purchase of only 2 of these 6. It is unfor- 
tunate that tonnage moving to many of the small ports does not move 
in sufficient volume to schedule vessels to only these ports. Addi- 
tional cargo must be added from that amount which is destined to the 
so-called “cream” ports of the rail-belt area. It is also unfortunate 
that Alaska Freight Lines limits its service to those cream ports. 
If empty space is available on their barges, as they state, possibly 
they could extend their operation to cover the many small ports which 
must be served. In any event it would appear quite improper to 
attempt to prevent, limit, or restrict the operator who has been serving 
these ports in Alaska for 60 years from being able to continue their 
service on a permanent basis. Certainly Alaska Freight Lines should 
not object to our buying Government-owner tonnage in view of the 
fact that most of their Miki-Miki type tugs, which cost the Govern- 
ment $240,000 each to construct, were purchased by them or their 
associates from the Government at $42,500 each. 

On the subject of unfair competition, the other steamship operator 
besides Alaska Steamship Company, that is, Coastwise Line, who in- 
cidentally also serves primarily the rail-belt area with conventional- 
type steamships, has advised this committee that they offer no objec- 
tion to this joint resolution. 

Alaska Freight Lines has confirmed the fact that there are no other 
C1-—M-AV1-type available for purchase, but then refers to the avail- 
ability and price of two other smaller type vessels. What they are 
worth to another operator in another trade seems to me to be an 
academic question. 

Frankly, we believe that they have misconceived their form in pos- 
sibly the belief that they can defeat legislation, whereas they could not 
prevail upon a full hearing before the Maritime Board and Adminis- 
tration. 

That is the extent of my oral statement. 

The Cuarrman. The rest will go into the record. 

Do you know whether or not they have asked for a Maritime hear- 
ing on this matter formally ? 

Mr. Ewenrs. It hasn’t come up yet, Mr. Chairman. Every year, as 
the year expires, Maritime reviews these determinations and publishes 
a notice in the Federal Register that anyone having any interest should 
communicate their views to the Maritime Administration. I think 
that usually happens in May or June. 
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The Cuatrman. But they could serve formal notice on the Mari- 
time Commission, that if and when the review comes before the 
Board, they intend to make a protest or call for hearing. To date, 
there has be2n no such formal presentation to the Board. Is that 
correct? As iar as you know? 

Mr. Ewers. As far as I know there were none. There were cer- 
tainly none when it was reviewed in 1955. 

The Cuamman. How much do you pay for the charter ? 

Mr. Skinner. Our minimum charter hire is 814 percent of the un- 
adjusted s sales price per year. 

The Cuarrman. Per year? 

Mr. Skinner. Yes, sir. And 15 percent if earned. It might in- 
terest the committee to know, as we have stated in our detailed state- 
ment, that in no year since we have chartered the ships, have we 
earned the 15-percent charter hire. And of course we as the opera- 
tor are not entitled to keep anything in our till, so to speak, until the 
15 percent has been paid. 

The Cyairman. | think the purpose of continuing your charter in 
these cases, as you have since 1952, has been that these ships have been 
worthwhile in the sense that they have supplemented your whole serv- 
ice rather than the earnings of the individual ships themselves. Is 
that correct ? 

Mr. Sxrnner. That is correct. 

The Cuarrman. It has made a better rounded operation for Alaska 
Steam. 

Mr. Sxrnner. As you know, we are seriously studying the roll-on 
roll-off service. In connection with the leases and operating agree- 
ments, about which you are familiar, with the Alaska Railroad, we 
have assured the Department of the Interior that we will continue 
to serve the so-called outports, even after train-ship operation has 
commenced. 

The Cuarrman. You sent a letter last year to the Department of 
the Interior saying that if the contract was given to you—I guess 
there were some bidders who weren’t interested or dropped out; I 
have a copy of the letter—you would.guarantee them to the best of 
your ability to serve the outgoing ports. One of the objections, as 
T recall—and we heard testimony in Alaska, you recall, last fall— 
was that the Alaskans themselves wanted to be sure that the out- 
going ports weren’t going to be abandoned for the so-called cream 
rail-belt trade. 

You are on record, your company, last year, saying that you 
would serve the outbound ports. As to these ships, whether operated 
by you under charter or owned by you, I understand the plans of the 
company would be that they would help do that very thing you said 
you would do? 

Mr. Sxrnner. Yes, sir. We hope to purchase these vessels and keep 
our word in being able to serve those ports. 

The CuHarrman. We will put in the record the rest of the state- 
ment, which points out the use of the ships and some of our problems 
with transportation, which the chairman is somewhat familiar with. 

(The statement is as follows :) 
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STATEMENT OF D. E. SKINNER, PRESIDENT, ALASKA STEAMSHIP Co., IN SUPPORT 
OF SENATE JOINT RESOLUTION 132 AND HOUSE JOINT RESOLUTION 513 


Mr. Chairman and gentlemen, my name is D. E. Skinner, of Seattle, Wash. 
I am president of Alaska Steamship Co. and appear and make this statement 
in support of Senate Joint Resolution 132 and House Joint Resolution 513 
which seeks to authorize the Secretary of Commerce to sell to Alaska Steamship 
Co. certain C1-M-AV1-type cargo vessels; namely, MS. Square Knot and MS. 
Square Sinnet on an as is, where is, basis. Our company is engaged in pro- 
viding a water transportation service between Puget Sound ports and ports 
throughout the entire Territory of Alaska. 


HISTORY OF SERVICE IN THE ALASKA TRADE 


Since 1895 Alaska Steamship Co. has continuously provided a water trans- 
portation service to all of the Territory of Alaska, with the exception of the 
World War II period when all shipping was requisitioned by the United States 
Government. During that period the service was continued by the company 
in its capacity of general agent for the War Shipping Administration. 


SCOPE OF THE SERVICE 


The coastline of the Territory of Alaska is rugged, irregular, and measures 
approximately 26,000 miles. Along this coastline are some 150 ports—mostly 
very small and shallow—which must be served from time to time. The 90 
to 100 ports requiring service in any year, and the frequency with which 
those requiring service must be served, depends upon a highly seasonal industrial 
activity. 

Alaska Steamship Co. has found that in serving the major ports of each area 
in Alaska it has also assumed the responsibility of serving the smaller and more 
sparsely populated ports. In order to do so, these services must be integrated 
by ports with ships that are physically capable of providing this service. 

In short, Alaska must be served by ships that are capable of calling at all 
ports. Only in this way can the small ports be served with any degree of fre- 
quency or regularity; only in this way can Alaska industry develop to supply 
its own needs which, of course, is producing an increasing amount of inter- 
Alaskan cargo. In view of the fact that no other water carrier has taken on 
the job of servicing all the Territory, any restriction upon our ships or overall 
operations would be a severe handicap to the Alaskan people and industry, as 
well as to our company. 


NATURE OF THE ALASKA TRADE 


While the Territory of Alaska is vast in its extent, covering approximately 
590,884 square miles, it is very sparsely populated, having about 200,000 inhabi- 
tants, including 36,000 natives and 50,000 military personnel in 1953, and has 
little industrial diversification. In fact, the chief industries of the Territory 
are but fourin number. They are fishing, mining, fur, and lumber. The Alaska 
trade is unique in the exceptional number of ports or small places to be served, 
the distances between them, the limited and extremely seasonal nature of indus- 
tries, the one-way haul of the traffic, the relatively small amount of tonnage 
handled in the many ports or places, and the unusually hazardous nature of the 
Territorial waters in which the service must be performed, necessitating rela- 
tively high labor and insurance costs. Reference is made to the following 
documents in which the general characteristics of the Alaska trade with its 
complex ocean transportation problems are fully described and considered: 


USSB—Alaska rates, Ex Parte 1 (1 U.S. 8. B.1). 

USMC—Dockets 571, 572 (2 U. S. M. C. 558); 611 (2 U. S. M. C. 639; 641 
(2 U.S. M. C. 807) ; 661 (3 U. S. M. C. 43). 

Report of the technical committee appointed to advise the subcommittee of the 
Committee on Merchant Marine and Fisheries on Alaskan problems. 

Alaskan problems (pts. 1, 2, 3, 4, 5) (hearings before House subcommittee 
of Committee on Merchant Marine and Fisheries). 

Report of the House Committee on Merchant Marine and Fisheries, re H. J. 
Res, 122 (Public Law 12) (80th Cong., Report 39). 
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WAR LOSSES 


On December 7, 1941, Alaska Steamship Co. owned and used the following 17 
vessels in its service of Alaska: 


Gross tons Gross tons 
I i ase edge asians Ott Tt Remedi 2, 059 
ET Ear eee eee eA | BONO ke ee, 3, 475 
Nir titcenti cca wigcssiaesaanmnaree 4, 300 | BOOTING io as Linked oed 3, 475 
Columbia____-~~- eam tRpNEEE 6, 270 | ‘Panama... nccisascns 3, 474 
NN tater ace a Sou | SOONG see See olen as 3, 474 
RE OO inicio 4.801} Suthberinea. 21.2. cs.ctiasic aw’ 4, 716 
I ne 0 ee 3, 656 
Renee. ee Oy ee | mnt RS cite 2, 361 


As a result of requisition for title, losses to marine and war risks, and dis- 
positions necessitated by obsolescence and excessive war use, Alaska Steamship 
Co. owned only the following 5 ships with which to undertake resumption of 
service as a private operator in 1947: 


Gross tons Gross tone 
a a ems 4,514 I circa ea ee 4, 302 
a ee i a I a a ae 3, 656 
ON a a cee cpcemeciae 4, 300 


The first four were combination cargo-passenger ships. The Victoria was a 
combination cargo-passenger vessel, then 77 years old, and from which all 
passenger accommodations had been removed several years previously. 


TONNAGE REPLACEMENT PROBLEM 


The loss of tonnage from the various causes during the years of war operation 
placed before the company a serious tonnage replacement problem. This prob- 
lem would appear to have been largely solved—particularly insofar as cargo- 
carrying tonnage was concerned to operators in most other trades by the passage 
of the Merchant Ship Sales Act of 1946. However, this was not the case, so 
far as the Alaska trade is concerned, and could not be due to (1) the limitations 
which the economy of the Territory placed upon the rate structure; (2) the 
tremendous increase in every element entering into the cost of operation which 
had taken place during the years of wartime operation; and (3) the need for 
smaller vessels to serve the many outports. 

With respect to factor No. 1, there was a general recognition by both the 
regulatory body and the carriers that the economy of the Territory of Alaska 
had to have most careful consideration if there was to be any development 
within Alaska. Prewar, when the normal expenses of ship operation were on 
a lower level, the question of capital costs Was uppermost. Traditionally, there- 
fore, prewar the vessels used in service to Alaska were older ships which had 
served their day in other trades but which, at reasonable costs, could be adapted 
for service in the Alaska trade. This low ship valuation which was made pos- 
sible by the use of old, secondhand tonnage was specifically recognized by the 
United States Maritime Commission in docket 571-572, 2 U. S. M. C. 647, when 
it was considering the values of the secondhand vessels then satisfactorily serv- 
ing the trade when it said: 

“It should be emphasized that we are valuing property currently in use, not 
property that may replace it in the future. The history of this property was 
reviewed at length in the prior report. Points not stressed therein were the ex- 
tremely favorable terms upon which the vessels were acquired and the wide 
variance between cost of acquisition and replacement cost.” 

The average cost of the secondhand tonnage used prewar was probably less 
than $100,000 per vessel. Following World War II the secondhand World War 
I vessels were no longer available for replacements. They were either lost 
during the war or had become obsolete due to age and excessive war use. 

No one had any doubt as to the extent of increases under factor No. 2. This 
was fully recognized by the Maritime Commission in its decision dealing with 
Alaskan problems (3 U. 8S. M. C. 48, Docket 661) when it said: 

“Operating costs.—Respondent’s costs of operation are high for the following 
reasons: wages increased approximately 150 percent between 1939 and 1947; 
the small amount of cargo at the majority of the ports served increased the 
relative cost per ton for handling; the lack of stevedores and the consequent 
use of crews increased overtime; the varied character of northbound cargo does 
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not lend itself to volume movement and thereby increases the costs of handling 
both prior to loading and in the actual loading and unloading; the lack of 
proper terminal facilities at many of the larger ports causes delays to ship and 
crew ; subsistence is increased because of the number of meals that must be 
served not only to the regular crews but also to longshoremen and guards. * * *” 

The effect of the increased costs under Government operation, when neither 
hull insurance premiums nor capital costs were factors, was operating losses. In 
Report No. 39, Public Law 12, 80th Congress, the Committee on Merchant Ma- 
rine and Fisheries said: 

“During the war years and since the termination of hostilities, all such opera- 
tions were conducted by the War Shipping Administration, and more recently 
by the Maritime Commission, for Government account under general agency 
agreements with the former private operators. These operations have resulted 
in substantial losses to the Government; during 1945 these losses were approxi- 
mately $2,500,000 and it has been tentatively estimated that the overall losses 
of 1946 will approximate $4,000,000. Generally speaking, these losses are at- 
tributable to greatly increased costs, including increased labor costs.” 

This, then, was the situation which faced the Government and the operators 
when consideration was given to returning the operations to the private operators 
and replacing tonnage which had worn out or had been lost during the war 
years. It was met, initially, by the enactment of Public Law 12 (S0th Con- 
gress) under which the Maritime Commission was authorized to enter into an 
interim contract with the private operators for an experimental operation for 
a period of about 1 year (June 1947 through June 30, 1948) with the Govern- 
ment making available certain Government-owned war-built vessels at nominal 
charter hire of $1 per vessel per year with which to augment the remaining 
company-owned ships, the Government assuming the hull insurance risks on 
all vessels, including company-owned (subject to being reimbursed from earn- 
ings), all other operating costs being paid by the operators. Notwithstanding 
certain increases in rates which accompanied the Public Law 12 operation, the 
operating results were such that three of the prewar operators (Santa Ana 
Steamship Co., Alaska Transportation Co., and Northland Transportation Co.) 
decided, by the end of 1948, not to continue operating in the trade. 

Alaska Steamship Co. attempted to continue operations and entered into a 
charter agreement with the Maritime Commission, in accordance with the 
charter provisions of the Merchant Ship Sales Act of 1946, for the use of 
ships necessary for the continuation of its service to the Territory. In addition 
to making the chartering arrangement, the Company was able to embark cau- 
tiously upon a limited purchase arrangement for replacement of company- 
owned tonnage. In 1948 it purchased the M. 8. Terminal Knot from the Govy- 
ernment at the statutory sales price under the Ship Sales Act of 1946. In 1949 
it acquired from Northland Transportation Co. the S. 8. Chief Washakie which 
that company had purchased from the Government pursuant to the 1946 act 
and before its decision to cease operations. In January 1951, purchased the 
S. S. Edmund Mallet from the Government at the statutory sales price under 
the 1946 Act. In addition to the purchases under the 1946 Ship Sales Act 
mentioned above, and while continuing the use of the chartered vessels, the 
company has, by periodic purchases from private owners, added 3 Liberty type 
and 1 Cl—M-AV1 type freighters to the company-owned fleet which, at the 
present time, consists of 5 Liberties and 2 Cl1-M—AV1 cargo vessels. This fleet 
is augmented by 6 Government-owned ships remaining under the charter agree- 
ment, of which 2 are the Square Knot and Square Sinnet, the subject of S. J. 
Res, 182 and H. J. Res. 518. During this period the S. S. Victoria had to be 
disposed of, as she could no longer be operated except at considerable loss, 
and, due in the main to the greatly increased and constantly increasing costs 
of operation, the operation of the combination cargo-passenger vessels had to be 
abandoned with the end of the 1954 passenger tourist season. These vessels, 
which had been operated at a considerable loss every year from resumption 
of private operation through the 1954 season, have been disposed of. The Com- 
pany was left with the problem of replacing this company-owned tonnage with 
ships to provide a comparable freighter service. 

While Alaska Steamship Co. has continued to provide a water transportation 
service to all of Alaska by the use of chartered Government-owned ships to aug- 
ment its carefully acquired company-owned fleet, it must be stated that the use 
of the chartered ships, for which the statutory rate of charter hire must be paid 
before the company can earn even the 10 percent per year on capital employed, 
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has been a service performed without profit. While the Domestic Trade Adden- 
dum was added to the charter agreement as of July 1, 1949, under which the 
minimum basic hire rate was reduced from 15 to 8% percent unless earned, this 
had the result only of reducing or eliminating actual operating losses. The costs 
of operation have been such that the full 15 percent statutory rate of hire has 
not been paid since the advent of the Domestic Trade Addendum. This experience 
of 7 years of operation with chartered ships definitely establishes that under 
conditions existing in the Alaska trade chartered vessels cannot be operated 
at a profit for the charterer. The C1-M-AV1 is the most nearly suitable type of 
war-built vessel for the service of most of the Alaska ports which must be serve. 
That type is not available in the private market. These ships cannot be operated 
in the general service of Alaska under charter with any profit to the charterer. 
The rate structure which the economy of the Territory can bear will not sustain 
the capital costs required to provide these ships at the statutory ship sales price 
even if such ships were available. We submit that Alaska Steamship Co., in the 
light of all of the above, has a right to ask approval of its request to be allowed 
to purchase these two vessels at prices not in excess of these set forth in §. J. 
Res. 182 and H. J. Res. 513. 


TECHNICAL PROVISIONS OF PROPOSED LEGISLATION 


In view of the above we approached the Federal Maritime Board on the basis 
that the Alaskan rate structure would not support a purchase price higher than 
the depreciated value of the unadjusted statutory sales price since building date, 
or about $320,000. Since the date of construction, 1945, the Government has 
either had the use of these vessels (1945-48) or has received charter hire con- 
sisting of depreciation, interest and profit (1948-56). Just as world market 
charter rates are not to be considered the criteria for the domestic or special 
trades, the sales prices for these trades should also be reduced where the trade 
would not justify the maximum. Upon this reasoning, we also argued that the 
1946 sales price ($693,862) should be pro-rated on an 8% to 15 ratio which would 
result in a price of about $393,000, without any consideration of intervening 
depreciation. The Federal Maritime Board, however, felt that the pattern for the 
sale of wur-built ships since the expiration of the Merchant Ship Sales Act of 
1946 was estabiished by Congress in the sale of the President Cleveland and 
President Wilson to American President Lines in 1954 which is the pattern of the 
present legislation. In addition, the Cleveland and Wilson resolutions also bor- 
rowed sections 503 and 802 from the Merchant Marine Act of 1936 which respec- 
tively limit the use of these vessels to the United States flag for the remainder 
of their economic life and obligated any future owner to sell the vessels to the 
United States Government at the depreciated book value whenever requisitioned. 
These restrictions which were not in the Merchant Ship Sale Act of 1946 were 
established only for the subsidized trade but are now proposed to be applied to 
the domestic or unsubsidized trade. 

We recognize that the technical provisions of the proposed legislation are 
patterned after similar legislation which has preceded it, and that the formula 
used in arriving at the sales price likewise conforms to past similar legislation. 
While we feel the special circumstances which have been recited as affecting 
the Alaska situation strongly suggest the price for these ll-year old vessels 
should be somewhat lower than results from the use of the already established 
formula, and while we also feel very strongly that the sale at such price should 
not be conditioned upon compliance with conditions which were not in the Mer- 
chant Ship Sales Act of 1936, we are willing to accept the proposed legislation 
in its present form and will be prepared toe enter into a contract of purchase 
in accordance with it when it becomes law. 


CONCLUSION 


Over the past several years Alaska Steamship Co. has constantly sought 
methods by which the efficiency of cargo-handling in the Alaska trade could be 
improved and the costs reduced. We have invested a considerable sum of money 
in this work and have had a gratifying measure of success. We propose, of 
course, to continue those efforts and to seek other improvements. We have 
been studying the feasibility of constructing and operating two special purpose 
trainships for the handling of cargo in loaded rail cars and highway trailer vans 
between Seattle, Wash., and the Alaska rail belt. This is the one area in Alaska 
to which the volume of traffic—both commercial and military—appears sufficient 
to justify such an undertaking. With the full cooperation of the Maritime Ad- 
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ministration, the Department of Interior and the Department of Defense, we 
are carrying these plans forward and have high expectations of a successful con- 
clusion. This trainship undertaking at present can apply only to traffic moving 
to and through one port where connection is made with the Alaska Railroad. 

It cannot be of benefit to the great many other ports throughout the vast 
extent of Alaska to, through, and from which cargo must continue to be han- 
dled by the traditional break bulk methods of water transportation, subject to 
such refinements and improvements therein as can be developed from time to 
time, and to the accomplishment of which we shall continue to give our attention. 

In correspondence dated November 22 and December 1, 1954, the Secretary of 
Interior asked and Alaska Steamship Co. agreed to continne to providing water 
transportation to the smaller outports atter the inauguration of trainship service 
if its fleet would allow this service. With the addition of the Square Knot and 
Square Sinnet we believe this can be accomplished. 

We are presently operating these two ships with charter from the Govern- 
ment so their purchase would in no wise affect the competitive situation, and 
I would also call your attention to the fact that before it made this charter the 
Maritime Board had to determine— 

(1) That this service is in the public interest ; 

(2) Would not be adequately served without these vessels ; and 

(3) Suitable privately owned vessels are not available for charter. 

Mr. Chairman and gentlemen, I thank you for your attention and respectfully 
urge your prompt and favorable consideration of this proposed legislation. 


The Cuatrman. Alan Wohlstetter is here and I believe he wishes 
to submit a brief on behalf of the Alaska Freight Lines. 

Before we hear from you, we will place in the record a letter from 
the Comptroller General dated March 1, 1956, in which he offers no 
objection to the bill provided it is amended to offer vessels for sale to 
citizens of the United States at competitive bidding, with prices set 
forth in the resolution as minimum acceptable bids. Also, a letter 
from the Department of the Navy dated March 9, 1956, and a letter 
from the Department of the Treasury. 

We asked them about this because we wanted to be sure of the tax 
features. They had no opposition and made no recommendation. 

I can almost assume by that that the Treasury must be for it because 
any time you take a nickel away from them, they offer very violent 
objections. I guess that is their job. 

Also a letter from the Coastwise Line, D. J. Seid, vice president, 
dated February 16, 1956, stating they did not oppose the enactment. 
That is the other operator. Also a ‘telegram from the Governor of 
Alaska, Frank B. Heintzleman, favoring the bill. 

Also some letters from the Seattle Chamber of Commerce from the 
joint Maritime Alaskan Division, favoring the bill, and communica- 
tions from the Masters, Mates, and Pilots of the West Coast, Local 90, 
all favoring enactment of Senate Joint Resolution 132. Those letters 
will be place ed in the record. 

(The documents referred to above are as follows :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 


Washington 25, March 1, 1956. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 
DraR Mr. CHAIRMAN: Further rep e is made to your letter of February 2, 
1956, enclosing copies s of S. 3108, S. 3118, and Senate Joint Resolution 132, 84th 


Congress, 2d session, and requesting any comments we may care to offer on the 
proposed measures. 


Separate reports will be furnished on S. 3108 and 8. 31138. 
Senate Joint Resolution 132 would ‘authorize the Secretary of Commerce 
during a period of 6 months after enactment to sell 2 C1-M-AV-1 type cargo 
75183—56——_2 
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vessels, the Square Knot and Square Sinnet, on an “as is, where is’”’ basis to the 
Alaska Steamship Co. a $460,499 and $463,529, respectively. Such sales prices 
are to be reduced by $127 and $126 per day, respectively, for the period begin- 
ning January 16, 195 a oa ending with the date of execution of the contract of 
sale of the vessels. The bill further provides that the Alaska Steamship Co. 
shall pay not less than 25 percent of the sales price of each vessel at the time of 
execution of the contract, with the balance payable in approximately equal 
annual installments over the remainder (approximately 9 years) of the 20-year 
economic life of the vessel, with interest at the rate of 34% percent per year. 

The bill also contains provisions relating to the amount that the owner would 
be paid in the event the United States subsequently purchased or requisitioned 
the vessels and further provides for documentation under the laws of the United 
States during the remainder of the 20-year economic life of the vessels, or 
longer if there remains a balance of principal or interest due the United States. 

The two vessels involved were commissioned on March 22 and May 29, 1945, 
and have been bareboat chartered from the Government by the Alaska Steam- 
ship Co. since July and August 1948 for operation from the west coast of the 
United States to Alaska. They are presently operated in such service and it 
is reported that, if sold to the Alaska Steamship Co., they will continue in that 
service. 

The floor price of each of the two vessels within the meaning of sec- 
tion 3 (e), Merchant Ship Sales Act of 1946, was $693,862. T his is the 
price at which the vessel would have had to be sold prior to the expira- 
tion of the ship sales authority on January 15, 1951. The sales price 
for each of the two vessels, $460,499 and $463,259 respectively, was 
determined by Maritime by depreciating the floor price of $693,862, 
less a residual value of $32,000, over the remainder of a 20-year life 
(5,176 days for the Square Knot and 5,244 days for the Square Sinnet), 
for the period January 15, 1951, to January 15, 1956. The calcula- 
tion results in depreciation rates of approximately $127 and $126 pe 
day, respectively, which are the same daily depreciation rates decile 
for in the bill for depreciation from January 16, 1956, to date of execu- 
tion of the contract of sale. The method of arriving at the sales prices 
is the same as that used in determining the sales prices on the S. S. 
President Cleveland and 8S. 8. President Wilson, which were author- 
ized for sale by Public Law 553, 883d Congress, second session. We 
have been advised that there are now in the reserve fleets 68 vessels of 
the same type as the two proposed for sale. 

It is ditlicult to ascertain what might be a fair market value for 

each of the 2 vessels in question since, aside from 2 such vessels pur- 
i ised by the Republic of Korea under the authority of Public Law 
665, 83d Congress, second session, there has been only one recent sale. 
In that sale the United Fruit Co. sold to the Alaska Steamship Co. a 
similar type vessel for $558,000, and that sale, according to informal 
advice, was a negotiated sale involvi ing other consider ations and hence 
may not be representative of the current market value. However, 
while we have no information that any operator other than the Alaska 
Steamship Co. may be interested in purchasing these two vessels, it is 
suggested that if their sale is to be authorized, it would be desirable 
in the absence of cogent reasons to the contrary, to offer them for sale 
to a citizen of the United States at competitive bidding, with the 
prices set forth in S. J. Res. 132 as the minimum acceptable bids. 

Aside from the suggested consideration of competitive bidding, the 
prices are consonant ‘with the formula used in pricing war-built ships 
under the Merchant Ship Sales Act of 1946, and since it is the policy 
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of the Government that its operating merchant marine be privately 
owned, we have no objection to this bill. 
Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 





Treascuny, March 9, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Conimittee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on S. J. Res. 132, “To authorize the Secretary of Commerce to 
sell certain war-built cargo vessels and for other purposes.” 

The bill, which would provide the terms under which the Secretary of Com- 
merce would be authorized to sell the cargo vessels Square Knot and Square 
Sinnet, is not of primary interest to this Department. Accordingly, the Depart- 
ment has no recommendation to make on the general merits of the proposed 
legislation. 

Very truly yours, 
FRED C. SCRIBNER, Jr., 
General Counsel. 


DEPARTMENT OF THE Navy, 
OFFICE OF THE JUDGE ADVOCATE GENERAL, 
Washington 25, D. C., March 9, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 

My Dear Mr. CHAIRMAN: Your request for comment on the joint resolution, 
Senate Joint Resolution 1382 to authorize the Secretary of Commerce to sell cer- 
tain war-built cargo vessels.and for other purposes, has been assigned to this 
Department by the Secretary of Defense for the preparation of a report thereon 
expressing the views of the Department of Defense. 

This proposal would authorize the Secretary of Commerce to sell two named 
©1-M-AV1 type cargo vessels to the Alaska Steamship Co., and further 
provides that the vessels shall remain documented under the laws of the United 
States for the remainder of the 20-year economic life of the vessels or as long as 
any of the purchase price remains unpaid, whichever is longer. 

The Department of the Navy on behalf of the Department of Defense inter- 
poses no objection to the enactment of Senate Joint Resolution 132. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report to the Congress. 

For the Secretary of the Navy. 

Sincerely yours, 
IRA H. NUNN, 
Rear Admiral USN, Judge Advocate General of the Navy. 


CoASTWISE LINE, 
San Francisco 11, Calif., February 16, 1956. 
Senator WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D.C. 


DEAR SENATOR MAGNUSON: As you are aware, the Alaska Steamship Co. pres- 
ently charters the SS Square Knot and SS Square Sinnet from the United States 
Government under the provisions of Public Law 591 (81st Cong., 2d sess.). These 
vessels compete in part with Coastwise Line’s service to Alaksa. 

Mr. D. E. Skinner, president of Alaska Steamship Co., has assured us in effect 
that if Senate Joint Resolution 132 is enacted, Alaska Steamship Co. will not 
seek thereby to augment its service to Alaska. A copy of Mr. Skinner’s letter 
is attached hereto. 
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We wish to take this opportunity to advise you that, in view of the assurances 
received from Mr. Skinner, Coastwise Line does not oppose the enactment of 
Senate Joint Resolution 132. 

Very truly yours, 
D. J. Sem, Vice President. 


ALASKA STEAMSHIP Co., 
Seattle 1, Wash., February 2, 1956. 
COASTWISE LINE, 
San Francisco, (Calif. 
(Attention: Ar. Ray Kimberk. ) 

DEAR Sir: We were advised yesterday that Senator Magnuson and Congress- 
man Tollefson introduced similar legiskition enabling this company to purchase 
two CIMAVI1 type vessels; namely, MV Square Knot and MV Square Sinnet, 
which are presently under charter from the United States Government. 

In keeping with your request, this is to advise that we do not intend to 
request that additional CIMAV1 type vessels be broken out from the present 
Maritime Administration lay-up fleet to augment this company’s present fleet. 

Very truly yours, 
D. E. SKINNER, President. 


WASHINGTON, D. C., February 4, 1956. 
Senator WARREN MAGNUSON, 
Chairman, Senate Interstate and Foreign Commerce Committee, 
Washington, D. C.: 

The press reports that you have introduced or will introduce a bill to permit 
sale of CIMAYV1 type cargo vessels by the Government to United States domestic 
maritime operators. I wish to support this legislation and am very hopeful 
that it will receive early and favorable consideration as you know vessels of tiis 
type are presently operated in the Alaska trade where they are particularly 
suited for handling cargo to the smaller outports in particular and where Liberty 
and Victory type vessels are unwieldly. It is my feeling that our domestic 
operators should be given first opportunity ahead of foreign-flag operators 
to purchase Government vessels that are suited to our domestic trade. 

B. FRANK HEINTZLEMAN. 





SEATTLE 1, WasHu., March 5, 1956. 
Re: Senate Joint Resolution 132. 
Senator WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington 25, D. C. 

DEAR Mr. Magnuson: The joint maritime and Alaska division of the Seattle 
Chamber of Commerce held a meeting this morning to hear the Alaska Steam- 
ship Co’s representative and other maritime leaders outline the need for pas- 
sage of the bill which would‘ permit the Alaska Steamship Co. to purchase two 
vessels which they operate in the Alaska trade. 

I am a member of the Seattle Chamber of Commerce Maritime Committee and 
Tam writing you at this time to tell you that in addition to the Seattle Chamber 
of Commerce’s action, I personally feel very strongly that everything possible 
shofld be done to pass this bill which will enable the Alaska Steamship Co. to 
purchase the vessels. 

This is of vital importance, not only to everyone in the maritime industry in 
Seattle but also to the Port of Seattle and to everyone in the city of Seattle and 
to those on Puget Sound. 

Very truly yours, 
CLARK ScoTT, 


SEATTLE 1, March 8, 1956. 
Re: Senate Joint Resolution 132. 
Senator WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington 25, D. C. 


oe ane ee 


DreAR WARREN: Several of the men in our office are members of the Seattle 
Chamber of Commerce Maritime Committee and they are most interested in the 


bill which would authorize the Alaska Steamship Co. to purchase two vessels to 





aa 


lie are hes 


MERCHANT MARINE LEGISLATION 17 


be operated in the Alaska trade. In addition, this bill would appear to have a 
vital bearing on the entire maritime trade situation in Seattle. Your influence 
in sponsoring the required legislation would be most helpful. 
Sorry that we did not have a chance to meet again down South and look for- 
ward to seeing you on your next visit to Seattle. 
Very sincerely, 
JOEL B. STAADECKER. 


MarsH & McLENNAN, INC., 
Seattle 1, March 6, 1956. 
Re: Senate Joint Resolution 132. 
SENATOR WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. C. 
DrEAR Mr. MAGNUSON: 

The Maritime Committee and Alaska Division of the Seattle Chamber of 
Commerce held a joint meeting yesterday to hear a representative of Alaska 
Steamship Co. and other maritime leaders discuss the need for passage of the 
above bill which would permit sale to Alaska Steamship Co. of two vessels which 
they presently operate in the Alaskan trade under bareboat charter agreement. 
The chamber is advocating favorable action. 

As a member of the Seattle Chamber of Commerce Maritime Committee who 
attended the meeting, and as one who plays a part in the maritime activities 
of this community, I should like to add my personal request that you lend 
your efforts to passage of the bill mentioned. I believe that such action is in the 
interests of the country as a whole and especially to everyone in Seattle and 
on Puget Sound. 

Very truly yours, 
A. E. BACKMAN. 


Masso & MCLENNAN, INC., 
Neattle 1, March 8, 1956. 
Re: Senate Joint Resolution 132. 
SENATOR WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. C. 


DEAR Mr. MAGNUSON: 

In view of the fact that your committee is now consideriuy the above resolu- 
tion whereby the Government would be authorized to sell to Alaska Steamship 
Co. two vessels which that company is now operating under bareboat charter 
from the Government, I wish to advise you that I think such a sale would be 
in the interest of the Government and of the Steamship Co. and the Territory 
served by that company. 

Accordingly, I urge favorable action of the committee in this matter. 

Yours very truly, 
GEO. W. FARNSWORTH. 


NATIONAL ORGANIZATION MASTERS, MATES & PILOTS OF AMERICA, 
West Coast Locar No. 90, 
Seattle, Wash., March 1, 1956. 


Hon, WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington 25, D. C. 

HonoRABLE Sir: Our organization, which represents licensed deck officers 
sailing in American vessels in all trades, including the Alaska Trade, desires 
to urge favorable consideration by your committee of Senate Joint Resolution 
182 (House Joint Resolution 513), which legislation would authorize the Sec- 
retary of Commerce to sell to the Alaska Steamship Company the C1—M-—-AV1 
type cargo vessels “Square Knot” and “Square Sinnet.” 

Our members, perhaps better than any other group, understand fully the con- 
ditions which exist in the Alaska trade and which make this type of ship 
uniquely suited to operation in Alaska waters. The Territory of Alaska is com- 
pletely dependent on water transportation for the vast bulk of its imports, and 
since production of materials essential to the maintenance of a modern civil- 
ization is almost nonexistant in the Territory, water transportation must be 
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maintained. Because of Alaska’s mountainous terrain, vast distances, and the 
lack of any considerable land transportation system, Alaska is served through 
a large number of seaports. Many of these ports, important to the support of 
the Territory, lack sufficient depth of water to accommodate even the well known 
“Liberty type” ship. Service to such ports must be provided by comparatively 
shallow draft vessels with sufficient cargo capacity to accommodate the trade. 
Of all the various types of ships now available under the American flag, only 
the C1—M-—AV1 type has such characteristics 

The Alaska Steamship Co. currently owns and operates two vessels of the 
C1—M-AV1 type, the MV “Susitna” purchased under the now expired Ship Sales 
Act, and the MV “Galena” purchased during 1955 from the Munargo Line. We 
are informed by the Alaska Steamship Co. that attempts have been made to 
purchase additional ships of this type from private operators, but that none 
are available, which information we know to be accurate from our own knowl- 
edge of American merchant ships now sailing in all trades. We are aware of 
legislation recently enacted permitting the sale of Government-owned C1—M- 
AV1 type vessels to the foreign governments of Brazil, Korea, and the Philip- 
pines. We heartily concur with Alaska Steamship Co. that adequate transpor- 
tation for Alaska, and security of employment for our members, can be assured 
only by the development of privately owned fleets to serve the trade. We feel 
that our national welfate can best be served by the operation of such vessels 
under private ownership. We affirm that the American merchant marine should 
be given consideration at least equal to that given the merchant marines of Brazil, 
Korea, and the Philippine Islands. 

We respectfully urge that your committee act favorably on this legislation 
and that the honorable members of the committee support the bill when it 
comes before the Senate (House). 

Yours very truly, 

Capt. Grorce J. DECKER, 
Seattle Representative. 

Mr. Skinner, so the record will be clear: There was an amendment 
proposed by the Maritime Board. Are you in favor of that amend- 
ment or opposed toit/ 

Mr. Skryner. We are opposed to it, Mr. Chairman. 

The Cuamman,. Limiting you tothe Alaskan trade ? 

Mr. SKINNER. Yes, sir. 

The Cuarrman. If you want to make further comment on that you 
can place it in the record. 

Mr. Sxrnner. ‘Thank you. 

The CHarrmMan. Go ahead, Mr. Wohlstetter. 


STATEMENT OF ALAN F. WOHLSTETTER, ON BEHALF OF ALASKA 
FREIGHT LINES, INC. 


Mr. Wounusterrer. Mr. Chairman and gentlemen: To save some 
time, I have this statement which is a statement of the Alaska Freight 
Lines, which I am filing here in Mr. Ghezzi’s absence. I think the 
nature of the Alaska Freight Lines’ opposition is important to be con- 
sidered by the Committee. 

Mr. Chairman and gentlemen, my name is Alan F. Wohlstetter. I 
am an attorney practicing in Ww ashington, D. C., as a member of 
the firm of Denning and Wohlstetter. In this capacity I have had 
the occasion to specialize in transportation matters and have repre- 
sented the Alaska Freight Lines for over 3 years. 

Mr. Ghezzi, the president of the company, oifers his apologies for 
not being able to testify in person at this hearing, and would like the 
committee to understand that such absence is not dictated by any 
lack of interest. The Alaska Freight Lines is presently engaged in 
the overland movement of vital materials to the Arctic Circle for the 
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Dew-Line project involving the construction of a portion of their Na- 
tion’s radar network and it is due to the stringent demands of this 
operation that Mr. Ghezzi cannot be in Washington today. 

Who is Alaska Freight Lines? Alaska Freight Lines is a common 
carrier, having appr opriate tariffs on file with the Federal Maritime 
Board, which offers a regularly scheduled twice-weekly combination 
sea-truck service between Seattle-Tacoma, Wash., and ports in the rail 
belt of Alaska such as Seward, Valdez, and Anchorage. This serv- 
ice is directly competitive with that offered by the Al: ska Steamship 
Co. to the area served by both. Alaska Freight Lines operates com- 
pletely with privately owned equipment and has never sought nor re- 

ceived any assistance from the Government. 

Alaska Freight Lines has been engaged in this common carrier op- 
eration between the States and Alaska for approximately 5 years. 
It has pioneered the use of container vans with their many recognized 
advantages, and presently offers the only one-carrier through con- 
tainer van service to interior points in Alaska. 

It has further pioneered the movement of perishable and freezer 
cargo in specially designed refrigerated vans, and the transportation 
requirements of the Territory in this regard are met by the use of 
its service, to a substantial degree. Alaska Freight Lines has also 
pioneered the use of an all- inclusive rate for the shipper, including 
pickup and delivery service and marine insurance. 

As [have said, this operation is condue ‘ted completely with privately 
owned equipment. The water operation is conducted by the use of 
Miki-Miki seagoing tugs and BCL barges which were designed as a 
team during World War II for use in the rough waters of the Aleutian 
chain. 

The company presently owns 9 such tugs and has under bareboat 
charter from the Moran Transporation & Towing Co., with an option 
to purchase, two additional tugs, the Kevin Moran and the EKugenia 
Moran. 

It also owns 15 barges of the BCL type and has under charter, with 
option to purchase, a steel barge designated as the Coastwise 77, and 
has under charter from a private company two additional BCL barges 
which it operates. 

Also in use in the Alaska service is this company’s fleet of trucks, 
tractors, semitrailers and container vans. The Alaska Freight Lines 
presently owns in excess of 350 container vans and semitrailers, many 
of which are refrigerated for the movement of perishable commodities. 

This company, ‘by its past record, has proven its dedication to the 
Alaska trade. It has built, at its own expense and without profit, an 
ice highway from Fairbanks to the Arctic Circle to permit the carry- 
ing of freight overland during winter months in connection with the 
Dew-Line operation, a project t essential to the national defense. 

In this connection, it has purchased several hundreds of thousands 
of dollars of specially designed trucks, sleds, a Le Tourneau snow 
train, and related equipment. 

At atime when Whittier, the military port in Alaska, was destroyed 
by fire, Alaska Freight Lines, acting under contract for the Military 
Sea T ransportation ‘Service, towed two De Long portable docks from 
Charleston, S. C. and Orange, Tex. to Whittier, assisting in the re- 
activation of this port. 

Alaska Freight Lines also serves the Territory of Alaska. 
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Nature of Alaska Freight Lines’ opposition: The following facts 
- clear, as will be amplified throughout my statement : 

Alaska Freight Lines is operating with privately owned equip- 
ment in direct competition with the Alaska Steamship Co. 

Alaska Freight Lines is operating to common points with sub- 
Pe free space available for carriage of cargo. 

8. Alaska Freight Lines has equipment idle for lack of cargo offer- 
ings. 

4. If Government vessels are permitted to be frozen into competition 
with Alaska Freight Lines, as is here requested, it will seriously im- 
pair the operations of this carrier and will constitute a direct conflict 
with the basic purpose of Public Law 591, 81st Congress, and sub- 
sequent declarations of congressional policy treating the elimination 
of Government competition with private business. 

Schedule A, which is attached at the end of this statement, entitled 
“Sailings of Alaska Freight Lines, Inc., During Calendar Year 1955,” 
attached hereto and made a part of this statement, conclusively es- 
tablishes that on almost every sailing operated by Alaska Freight 
Lines on its regularly scheduled service during the year 1955, sub- 
stantial free space was available for the carriage ‘of ¢: argo. 

The Cuarmrman. Has that gone down in the past year? Is that 
lower than 1954? 

Mr. WonutsTetrer. Yes, sir. 

The Cuatrman. Lower than 1953? 

Mr. Woutstetter. I couldn’t tell you that. We have noticed a de- 
cline in the Alaska trade as far as this carrier is concerned. 

The Cuarrman. What we would like to know is whether that de- 
cline is only directed toward the Alaska Freight Lines or whether 
there has been an overall decline in all tonnage going into Alaska ? 

Mr. Wonnstetrrer. Of course, Mr. Chairman, we can only present 
our experience figures. I assume that the other lines would have their 
information available. 

The Cuarrman. There would be a difference there if the decline had 
been directed only to the Alaska Freight Lines for the past year, or if 
it had been an overall decline in tonnage going to Alaska. 

I don’t know, but I think you will probably find there has been 
some overall decline. 

Mr. Woutsrerrer. That is our understanding, that the military 
construction has tailed off quite a bit. 

The CuarrMan. Due to the military ? 

Mr. Woutsrerrer. Yes, sir. This exhibit is based upon the records 
of Alaska Freight Lines as to the amount of cargo carried on each 
voyage. The last column, entitled “ Additional Cargo Space Avail- 
able,” was arrived at in the following manner: The comp: iny’s barges 
accommodate 2,000 short tons of weight cargo. The experience in the 
Alaska trade has shown that the commodities carried northbound in 
this trade average 80 cubic feet to the ton, including an allowance for 
broken stowage. 

This means that the usable cargo space in one of the company’s 
barges operated in the Alaska trade constitutes 1,000 short tons. This 
column on schedule A, therefore, represents the difference between 
the cargo actually carried in each barge and its total usable capacity— 
in other words, its unused capacity. 
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In addition to this equipment, Alaska Freight Lines, as we have 
said, had under charter two Moran tugs of the ATA type which made 

only three voyages each during the calendar year 1955, while there 
was a substantial excess of barges which were forced to remain idle 
because of lack of cargo offerings. 

The Cuarrman. Who did you charter them from? Government? 

Mr. Woutsrerrer. No, sir. Private operators. From the Moran 
Transportation & Towing Co., as we always do. 

I might say we have never chartered anything from the Govern- 
ment. We have tried to meet our transportation needs on the private 
market. 

It is the company’s position that the sale of the Square Knot and 
the Square Sinnet to the Alaska Steamship Co. should not be author- 
ized since it will perpetuate to the lay-up of privately owned equip- 
ment and diminish the utilization of other privately owned equipment 
of Alaska Freight Lines. It is further the company’s position that if 
the sale of these Government vessels is made, their operation must be 
effectively restricted to protect an American competitor, Alaska 
Freight Lines, operating with privately owned equipment, from the 
competition of Government-owned vessels. 

Government-owned vessels operated by the Alaska Steamship Co. : 
Up to this time, my statement is based upon matters within my own 
personal knowledge, obtained by personal observations and dealings 
with the Alaska Freight Lines and the Maritime Administration for 
a period of more than 3 years. My observations with respect to the 
Alaska Steamship Co. are, on the other hand, based upon public in- 
formation obtained from the Maritime Administration and certain 
data which Mr, Ira Ewers, the attorney for the Alaska Steamship Co., 
was kind enough to furnish me. This part of my statement is subject 
to correction, if need be, by the Alaska Steamship Co. 

The Alaska Steamship Co. presently has under charter from the 
Maritime Administration, pursuant to Public Law 591, six vessels of 
the C1-M-AV1 or related type—R1-M-AV3. They are the Coastal 
Monarch, the Rambler, the Square Knot, and the Square Sinnet— 
C1-M-AV1 type vessels—and the Zucidor and the Palisana—refrig- 
erated vessels designated as RI-M-AV3. 

As required by Jaw, all of these charters are subject to annual re- 
view by the Maritime Administrator so th: at if the need for these 
vessels no longer exists, said charters may be terminated. 

In this connection, the Maritime Administrator has included in 
the charter a clause which permits him to terminate these charters 
on 15 days’ notice to the Alaska Steamship Co. 

The purpose of this 15-day termination clause is to protect oper- 
ators of privately owned equipment from the competition of Govern- 
ment-owned vessels. As the Federal Maritime Board stated in Re- 
view of Charters, Government-Owned Vessels, 1952, 4 F. M. B. 126, 
13 

Further, we hold that the absence of a 15-day cancellation clause does not 
render the private charters unreasonable. This mutual clause was included in 
the Government charters primarily to protect the public interest and to permit 


the protection of privately owned vessels against competition from Government- 
chartered vessels, and is not an usual term in private charters. 


The effect of the sale of these Government ships to the Alasks 
Steamship Co. would be to destroy the protection which, Alaska 
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Freight Lines now has by virtue of the 15-day cancellation clause 
and to face that company with continuing Government competition 
no matter how meager the Alaska cargo offerings may become. 

It is perfectly cle: ar, that although in making application for the 
C1-M-AV1 vessels before the Federal Maritime Board, the Alaska 
Steamship Co. predicated the need of these ships on the requirements 
of southeastern Alaska, a substantial number of calls and consider- 
able tonnage have been and are being carried to rail belt ports with 
these Gover nment vessels, at a time “when Alaska Fre ight Lines is 
operating its private equipment with considerable unused space. 

During calendar 1955, the period covered by schedule A attached, 
the Alaska Steamship Co. operated 57 voyages to Alaska with the 
four Government-chartered C1-M-AV1’s. These vessels made 41 

calls at rail belt ports, lifting 48,000 tons of cargo out of a total of 
131,000 tons carried northbound to Alaska. 

To put it another way, more than one-third of the cargo carried in 
these vessels was to points competitive with that of Alaska Freight 
Lines. I further understand that the carryings to the rail belt in the 
four Government-chartered C1-M-AV1 vessels during the year 1955 
represents an increase of over 100 percent in the liftings to this area. 

Mr. Ewers informed me that the lifting to these points in 1954, was 
approximately 20 or 21 thousand tons as compared with 48,000 tons 
in 1955. 

I have been unable to develop from the Alaska Steamship Co., due 
to the shortness of time, accurate information as to the amount of 
refrigerated cargo which the chartered vessels, Zucidor and Palisana, 
‘arried to rail belt ports in competition with the Alaska Freight 
Lines. 

As you know, Mr. Chairman, the Alaska Freight Lines pioneered 
the container van refrigerated service and we carry a substantial 
amount of perishables to the Territory. 

The Cuarrman. Yes. And I am sure that Alaska Steamship Co. 
would be glad to furnish any of those figures. 

Mr. Wontsterrer. Certainly. It is just that time was short and I 
wasn’t able to get it. 

The sale of “these vessels to the Alaska Steamship Co. at “bargain 
rates” constitutes a preferential indirect subsidy to the direct disad- 
vantage of Alaska Freight Lines. 

I have personally had the occasion to explore the vessel market 
during the past 3 months on behalf of a client who is desirous of 
obtaining an American-flag C1-M-AV1 type vessel or equivalent 
for use in the domestic trade of the United States. 

The CHatrmMan. Do you mean coastwise ? 

Mr. Woutsterrer. Intercoastal, between the west and east coast. 

This study of the ship market reveals that the price proposed for the 
sale of these two vessels to the Alaska Steamship Co. is substantially 
lower than what one would be required to pay on the open market for 
equivalent tonnage. 

Briefly summarizing the result of these negotiations, we found the 
following: First, there were no C1-M-AV1 type vessels available for 
purchase : second, when it was decided that the equivalent trans- 
portation requirements could be met through the use of 2 N3—S-A2 
vessels, the firm price asked for these 2 vessels was $900,000. 
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Third, when it was further decided that the transportation require- 
ments could be met, although not as efficiently, by the use of a 
C1-MT-BU1 type vessel, the firm price asked on this vessel was 
$740,000. 

The CrHatrman. Where are the C1-M-AV1’s? They are not 
available? 

Mr. Wontstetter. They are not available. In a situation of this 
kind I think it is quite appropriate to look at what Congress did in 
establishing the floor price on comparable vessels and see how the 
price of the sale as proposed here compares with the floor price of 
these other comparable vessels and what the market, commercial 
market, is on those vessels. 

I think if you don’t have a market for a C1-M-AV1, you have to cast 
around and get an idea on the market for similar type vessels. 

We admit there are no C1-M—AV1 type vessels available. 

The Cuartrman. It is hard to establish a market price on something 
that doesn’t exist for sale. 

Mr. Wontsterrer. I won’t pursue the point. It is not at all un- 
common to look at comparable vessels in the absence of availability of 
a vessel of the specific type you have in mind. 

The Cuatrman. Why doesn’t the Intercoastal Line charter some? 
We have more in storage. 

Mr. Woutsretrer. Do you mean from 

The Cuarrman. Maritime. 

Mr. Wontstetter. The clients that I represent, Mr. Chairman, if I 
have anything to say about it, to the greatest extent rely upon regular 
commercial channels rather than aid from the Government. 

The Cuatrman. In this particular case I don’t quite understand. 
You want C1-M-AV1’s? 

Mr. Woutstetrer. Yes, sir. 

The Cuarrman. You are in need of them, and there are none avail- 
able in the private market. It would seem to me that you might 
then suggest to your company that you might charter or make appli- 
cation to the Maritime Board for this type of ship. 

Mr. Wouusterrer. He has been apprised of the remedies that he 
could pursue with the Government but feels he would prefer to satisfy 
his needs on the commercial market. 

The CHarrman. I hope you will continue to pursue it, because the 
intercoastal trade needs some revival of some kind. It is dying out 
fast. 

Mr. Wontstetrer. I just came back from a hearing in St. Louis in 
which Alaska Freight Lines sought authority to operate in the inter- 
coastal service. I hope we will be able to aid in that respect. 

The Cuarmman. Hasn’t Alaska Freight had some plans, as I under- 
stand it, to see if they can’t barge down the Mississippi and tap the 
trade of the lower Mississippi ? 

Mr. Wontstetter. Yes, sir. 

The Cuarrman. And then around through the canal? 

Mr. Woutsretrer. Yes, Mr. Chairman. That was the purpose of 
the hearing in St. Louis, to obtain authority from the Interstate Com- 
merce Commission. We hope to get it shortly. 

Briefing this, in the light of your remarks, Mr. Chairman, the fact 
remains that the company felt it could use a C1I-MT-BU1 vessel. 











24 MERCHANT MARINE LEGISLATION 


For the purposes of comparison, I have set forth below, as table I, 
the principal characteristics of the vessels herein referred to, together 
with a comparison of the floor price set for each such vessel and the 
present commercial market price: 








TABLE I 
Vessel | Deadweight | Bale cubic Floor price | Market price 
oe Since eae = —|— | cgetnbeaseegreoeeiee 
Re Ned gene cic nndinb aennnins an 5, 100 228, 000 FS ere 
Sper SEE | onc noncinnencameracunechounatee 4, 950 | 185, 235 488, 885 $740, 000 


This is for a vessel which everyone admits is not as good as a 
C1-M-—AV1 type vessel as compared to the $460,000 figure we are 
discussing here today. 

A similar comparison was made on the N3-S-A2, where it was felt 
that two vessels of this type would satisfy this company’s requirement. 


TABLE I 
N3-S-A2: 
IN ah a a ak a i 2, 760 
A a a 118, 000 
TN ee eee $468, 817 
oe il ata mioinere eee _.. $450, 000 


Source: 46 C. F. R., subséc. 299.56. 


The Cuarrman. What puzzles the chairman is, when you talk of 
these prices, the testimony of Alaska Steamship—no one has any rea- 
son to doubt their figures—is that taking these ships as separate oper- 
ations, vessel-by-vessel operation, they have not made any profit on 
it, and it is merely supplemental to their overall fleet in the overall 
operation. 

Therefore, on the open market it would be very difficult for them 
to justify to their own stockholders buying ships at this price when 
they are not making any money. It seems to me it is where the ships 
are being used. 

Mr. Woutsrerter. I think that is a good point, Mr. Chairman. It 
is my understanding that the Alaska Steamship Co.—and it is rightly 
proud of it, I believe—has an application on file to build 2 train ships 
which I stand subject to correction, but I know that they are some- 
where around $10 million or $12 million apiece, and I assume they 
will be operated in the Alaska trade. 

I am not in a position to discuss Alaska Steam’s ability to pay. 
That would be presumptuous on my part. But if there is a subsidy 
intended to Alaska Steamship Co. because of their inability to buy 
ships on the market rate, I think it ought to be clearly earmarked as a 
subsidy and that if any operations are subsidized in the Alaska trade 
or other domestic trades the other operators who operate there should 
also be subsidized so that the competitive balance would not be upset. 

The Cuatrman. I think this would be true, and you can correct 
me if it is not: The basis of the attempt or plan of Alaska Steam or. 
any other operator to go into sea-train operation is not what it will 
cost to get into it, but the fact that it will be a much more economical 
and efficient operation than the present operation. 

Mr. Wouusterrer. Mr. Chairman, I can’t quite see the distinction 
between that policy—and it is certainly a commendable one, with 
respect to the train ships. Why doesn’t Alaska Steamship Co. do the 
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same thing here, instead of coming in and getting these CI-M-AV1’s 
at prices ‘which I submit are lower than the market of equivalent 
tonnage. 

The Cuarrman. I can’t answer that. I think that all of us out 
there have been trying to—because of the peculiar nature of the serv- 
ice to Alaska, maritimewise, the difficulty in the small ports, the sea- 
sonal operations, the difficulty in serving ports that are not economical 
to serve—merely give them the service. All of us there have been 
trying to think in terms of getting an operation that would give better 
service and be more economical. ‘That is the purpose of the explora- 
tion. I suppose all the people out there have at least given some 
thought or exploration to the possibility of a sea-train operation being 
more economical and giving better service. 

Mr. WouLSTETTER. “Right, and I do want the record to be clear that 
Alaska Freight Lines has the same desire in the Terr itory. 

The CHairman, I imagine you people have been doing the same 
thing. 

Mr. Woutsrerrer. Yes, sir. 

The CHarrman. What we are interested in out there, all of us, is 
better service to Alaska. And a possibility that we can at least hold 
the rates where they are. Of course I know Alaska pretty well. 
Everybody up there always thinks the rates are too high. It is hoped 
that the cost of these other plans would be somewhat incidental to 
this for the simple reason that it is hoped that by doing this they might 
be able to hold the rates at a good reasonable level and give better 
service, 

We have operated for a long time up there and it is not the fault 
particularly of anyone, with equipment that has not only been old, but 
equipment that has been very difficult economically to take care of the 
needs of the Territory. 

Mr. Wontsterrer. I don’t think there is any question but that that 
is in the public interest. By the same reasoning—— 

The Cuairman. If you would talk to an Alaskan, he would want 
16 lines. 

Mr. Woutstetrer. Fine. And I am certain if you spoke to Alas- 
kans they would like direct service to southeastern Alaska. I know 
the chairman is familiar with this, and I would like to pass this up 
to the committee right now, with an operator who is going to put 
in specialized type vessels to serve exclusively southeastern Al: aska, 
and is not going to try to solve the Territory’s problem with the use 
of Government tonnage to the competitive disadvantage of Alaska 
Freight Lines. 

The Cuatrman. There isn’t much Government tonnage to south- 
eastern Alaska. 

Mr. Woutsterter. No, sir. I would like to make this point cle: 

If these 2 Government-owned ships were restricted to caaiaeamiens 
Alaska, as seems to be the need for the vessels, Alaska Freight Lines 
would have no opposition whatsoever to this legislation. It is just 
when they are taking cargo away from our private ships that we feel 
we have to come here to the committee and state our position. 

The Cuatrman. I think you should. We are glad to get the testi- 
mony. Of course what this argument is all about, let’s be very frank, 
is who takes that rail belt cargo. 
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Mr. Woutsterrer. Absolutely correct. And I say, Mr. Chairman, 
as you know 

The CHatrrman. Excuseme. Who will build these? 

Mr. Wontsrerrer. Alaska Merchant Lines, who I believe testified 
before your committee on at least one ocasion and made their plans 
known to you in hearings on the west coast. 

The Cuatrman. Have they done anything about it, do you know? 

Mr. Woutstevrer. They are presently organizing financially for 
the construction of these vessels, and are contemplating the filing of an 
application under title 11 of the Merchant Marine Act of 1936, similar 
to that which Alaska Steam has on file for the train-ships. 

The CuatrmMan. Let’s get down to the meat of your testimony. 
1 think I understand what Alaska Freight Lines is objecting to. 
These ships have been in operation under charter for some time. They 
are now in operation in competition, you say, with Alaska Freight. 

Mr. Wontsrerrer. Yes, Mr. Chairman. 

The Cuaimman. This would only change their status. 

Mr. Woutsrerrer. In a very important way. 

The CuarrmMan. That is what I think we ought to get down to. Do 
you have any occasion to believe that the charter wouldn’t be renewed 
if the sale 

Mr. Woutsterrer. I cannot be so presumptuous as to predict. 

The Cuarrman. Will Alaska Freight oppose the renewal of the 
charter ? 

Mr. Woutstetrer. I can safely say we will at the appropriate time. 

The CuarrMan. That will then be up to the Maritime Board ? 

Mr. Woutsrerrer. Then we will be given a public hearing which 
Congress intended and we will be able to present our case through wit- 
nesses subject to cross-examination. 

The Cuarrman. You can have that here. 

Mr. Woutsterrer. Mr. Chairman I have always felt that the Mari- 
time Board’s hearings were a fine mechanism for this material and I 
don’t think that I am entitled to any special treatment other than what 
is provided by statute. 

The CHairmMan. Say nothing happens to this legislation, coming 
up in May or June; whenever it comes up, Alaska Freight intends 
to oppose continuing charter of these ships? 

Mr. Wou.sterrer. In the light of what we have developed here, 
that is correct. That is true. 

The Cuarrman. You have not opposed it in the past. 

Mr. Wouustetrer. We have not opposed it in the past. I would like 
to say a brief word about that. We have always been under the im- 
pression that these vessels were what they purported to be, namely 
to serve southeastern Alaska. We were amazed to find out how much 
traffic was being carried into the rail belt. It is only when our cargo 
picture got thinner that we had to look around to see why we were 
losing money, why our ships were going out light, that we saw that a 
substantial portion of the traffic was being diverted through these 
Government ships operated to southeastern Alaska. 

The Cuatrman. In other words, the situation, as your brief shows, 
the situation of last year’s tonnage was different from the previous 
year ? 

Mr. Wontsrerrer. Yes, sir. 
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The Cuairman. Therefore you felt compelled to lay that to the 
operation of these Government-chartered ships, that competition ? 

Mr. Woutsrerrer. Yes, sir. 

The Cuatrman. Therefore, you intended to oppose their recharter ? 

Mr. Woutsrerter. I would like to let it read this w ay: I don’t mean 
to say that we are going light only because of the Government-owned 
ships, because they were oper: iting in previous years, too. It is just 
that since there has been a decline in the traflic to Alaska we are hurt- 
ing because of the operation of these Government-owned ships. 

The Cuarrman. I think you will find that the overall tonnage—I 
may be wrong, but I get the general impression that the ov erall ton- 
nage did drop last year. I don’t know what the situation is this year. 
And, of course, we couldn’t tell much about that because the big ton- 
nage load comes in the season. 

Mr. Woutsterrer. That is our understanding, too, that it is an 
overall decline. 

The Cuatrman. Without these ships, do you think the people of 
Alaska can get good service if they ry taken off of the run? Would 
that hurt the overall service to Alaska 

Mr. Woutsverrer. I don’t think tea I am here considering the 
question of taking these ships off the overall run. 

The CuarrMan. You said you are going to oppose the charter. 

Mr. Woutsretrer. That is correct. 

The Cuatrman. If you are successful in opposition to their charter 
for the coming year, then the ships will be taken off the run. 

Mr. Woutsterrer. I understand from what Mr. Skinner said this 
morning that they have committed themselves to operate to south- 

eastern Alaska. I don’t say that I can sit here and revise Alaska 
Steam’s operation any more than Mr. Skinner ought to sit here and 
tell us to operate to southeastern Alaska. But if Mr. Skinner, on 
behalf of the company, has pledged himself to operate to southeastern 
Alaska, then he can take the remaining ships that he has and operate 
them to southeastern Alaska, eliminate the point at the rail belt and 
give the people in southe: astern Alaska better and more direct service 
than they have right now. So it is not an impossibility. 

The Cuarrman. I understand that. Neither do I purport to sug- 
gest how you people operate except in the whole public interest of 
service to Alaska. Is this not correct: If you went in and opposed the 
further charter of these ships and were successful in that, then the 
ships would come off the Alaska run ? 

Mr. Woutsrerrer. No, Mr. Chairman. I can’t say that, because—— 

The Cuamman. Would your opposition be not to keeping them on 
the run, but where they go? 

Mr. Woutsrerter. E xactly, correct. Just the way that is my oppo- 
sition here today. We would come in, and just as I have personally 
been involved on behalf of other clients in proceedings before the 
Maritime Board, we would advocate the imposition of a restriction 
which would keep these vessels out of direct competition with pri- 

vately-owned equipment. And I won’t take the committee’s time here. 

The Cuairman. I understand that. I just want to get the record 
clear. In other words, your opposition to the continuing charter of 
these three vessels would be to suggest that the Maritime “Board limit 
them to certain points of call in Alaska ? 

Mr. Woutsterrer. That would be our position. 
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The Cuaurman. And eliminate them from the rail belt? 

Mr. Wou tsrerrer. That is correct. 

The Cuairman. Which would be the Seward, Valdez, Cordova, 
and Anchorage? 

Mr. Woutsrerrer. Referring to page 10 of my prepared state- 
ment, I referred to two cases where the Maritime Board saw fit to 
impose similar type restrictions on the Government charters in order 
to protect operators of private equipment. 

The Cuairman. Would you be in favor of the GAO suggestion 
then, to leave Alaska Steam and Alaska Freight Line out of the 
resolution? There are some C1-M-AV1’s sitting around that the 
Government has no use for, and their use in any trade is peculiar 
probably to the Alaskan type of trade, or m: iybe, as you say, inter- 
coastal; and we would like to keep as much service and as many sched- 
ules alive both to Alaska and intercoastal as we can. Would you be 
in favor of the GAO suggestion that these vessels be put out for com- 
petitive bidding ? 

Mr. Woutsrerrer. Very much so, for an additional reason that I 
have not stated this morning. I spoke with Puerto Rico 

The Cuamman. I don’t mean Puerto Rico. I mean for American 
domestic operators. 

Mr. Woutsrerrer. I might say that the company that I spoke with 
is an American company plying between the United States and Puerto 
Rico, which is a protected trade in the same way as you know that 
the Alaska trade is protected, and guaranteed only to the operation 
of American citizens. This company has applied for the construction 
of a trailer ship under title 11 of the Merchant Marine Act of 1936. 
It is the only operator at the present time of a roll on-roll off type 
operation. 

Mr. Rath, the president of the company, has asked me to make 
his views known to the committee, that he is very desirous of buying 
a C1-M-AV1 type vessel to add to that Puerto Rican run, as an Ameri- 
can citizen, on a regularly scheduled basis. 

For that reason, because of the person who desired and is still 
trying to get a CI-M-AV1 in the intercoastal trade—and I assume 
there may be other people who are in exactly the same position, I 
think—I think it would be an excellent suggestion to have this open 
to competitive bidding. 

The Cuatrman. Mr. Morse, how many C1-M-AV1’s do we have? 

Mr. Morse. In excess of 50. 

The CuairMan. | think the record points up the opposition that 
you have which relates again to the competitive factor in the rail-belt 
trade. 

Mr. Woutsrerrer. I certainly appreciate having these views 
expressed. 

The Cuarrman. I think you will appreciate also, and I think this 
is a fair statement, that in the attempt to work out this complex and 
knotty Alaskan transportation problem, and to serve ports that are 
not now being served, and ports that have been served for a long time, 
that we think need to be served, but are probably not very economical 
for any line to serve—it is just a single operation—that Alaska Steam 
has been committed and is committed in view of that contract that was 
made to go out and serve these other ports. So that they have a prob- 
lem, too, under their commitments which Alaska Steam, as far as I 
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know, has always lived up to. So this isn’t just a normal situation of 
ships i in the coastwise trade, or the Puerto Rican situation, which is 
somewhat different, too. That has always been our problem. 

I don’t know about the price of C1-M-AV1, but I would think 
that their value would be somewhat flexible, depending upon what 
you intended to use them for. I can’t see it any different from that. 
They might be very valuable in the Puerto Rican trade, dollarwise, 
to operate, but they might be just as valuable in the Alaskan trade 
and couldn’t be run as economically. I guess the testimony shows 
that in this particular case they haven’t, ship for ship, been very eco- 
nomical, but they have been very valuable for the whole operation. 

I can think of some places where I could take a C1-M-AV1, and 
if you let me run between two points, I could make a lot of money 
with it. But other places, you have to serve—those ports have to be 
served. The rail-belt matter is getting solved fairly well. But it is 
the other ports. As you know, our passenger trade is off for the season. 
I do think we have a different situation here in the interest of the people 
of Alaska, and the rate structure which is peculiar, of necessity. 

Mr. Wontsterrer. I know the chairman is thoroughly familiar 
with the problem. 

The Cratrman. [ am not as familiar with it as you people who 
operate there. It is there. That is Alaska’s eternal proble m—trans- 
portation. Ido think that Alaska Steam is doing what they said they 
would do when they made their commitment, the atte mpt to supple- 
ment the rail-belt trade with service to these other points that was 
necessary. They did make that commitmen:. IL suppose they would 
be morally obligated to make any attempt they could to do it. The 
rail-belt trade is a very simple matter now. Not simple, but it is 
getting solved. 

Mr. Woutstetrer. As can be seen from table I, the price proposed 
for the sale of the Square Knot and the Square Sinnet to the Alaska 
Steamship Co. is some $200,000 to $300,000 below the present market, 
to say nothing of the liberal credit terms suggested for the proposed 
sale. To the extent that Congress authorizes the sale of these vessels 
to Alaska Steamship Co. at less than the equivalent of the market price 
and to the extent that these vessels are operated in direct competition 
with Alaska Freight Lines, Congress will grant the Alaska Steamship 
Co. a preferential indirect subsidy which will permit it to compete un- 
fairly with the private operations of Alaska F reight Lines. This, the 
company submits, is unfair, is not consonant with the pub ie interest, 
and directly conflicts with the policy of Congress as expressed in Pub- 
lic Law 591 and other legislation. 

Nature of relief sought by Alaska Freight Lines: If the utilization 
of the Square Knot and the Square Sinnet is effec tively restricted to 
operation outside the area competitive with the Alaska Freight Lines, 
and this restriction is not circumverited by the use of substitute Govern- 
ment tonnage, Alaska Freight Lines has no objection to the legislation 
today being considered. 

The Federal Maritime Board has, on numerous occasions, recognized 
its statutory duty of avoiding a competitive collision between Govern- 
ment-owned vessels and those privately owned, and has imposed re- 
strictions on the operation of Government tonnage to protect private 
vessels in connection with charters made pursuant to Public Law 591, 
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For example, in American President Lines, Ltd.—Charter of War- 
Built Vessel, 4 F. M. B. 36, 39, the Board stated : 

The record is clear that Waterman could have accommodated the cargo declined 
by applicant on the Atlantic coast. We conclude, therefore, that applicant should 
be restricted from lifting cargo at New York destined for ports in Japan or the 
Philippines on a vessel chartered pursuant to this proceeding. 

Similarly, in Coastwise Line—Charter of War-Built Vessels, 4 
F. M. B. 200, 201, the Federal Maritime Board stated: 

Ve further recommend that such charters contain a restriction prohibiting 
donee Line from carrying southbound coastwise cargo between Pacific coast 
ports on Government-chartered vessels, unless privately owned United States- 
flag vessels are unavailable for the carriage of such cargo. 

As has been shown by schedule A and the discussion thereof, in my 
statement, the Alaska Freight Lines operates privately ow ned equip- 
ment which would enable it to carry the cargoes moving to the rail belt 
in the C1-M-AV1 vessels. It is an underlying consideration of the 
present law that if Government vessels economically collide with pri- 
vately owned vessels, it is the Government vessel which must give 
way. 

It is even more necessary than in the case of Government charters 
that a suitable restriction be imposed on vessels sold by the Govern- 
ment for the following reasons: 

(1) Congress has terminated all sales of war-built vessels after 
thorough consideration of the problem, and any relaxation of this 
principle should be only for extremely good cause and special cir- 
cumstances. 

(2) In the case of the charter of a Government-owned vessel under 
Public Law 591, a competitor operating with private tonnage has the 
right to petition the Maritime Administrator to terminate the charter 
under the 15-day termination clause; he can request such assistance 
under the annual review procedure. If this sale of the Square Knot 
and the Square Sinnet is authorized, the Alaska Freight Lines would 
be stripped of this statutory and administrative protection—and with- 
out cause. 

If the vessels are not restricted in their operation to accord complete 
protection to the Alaska Freight Lines, we respectfully submit that 
they should not be sold at prices which are so differentially under the 
present commercial market as to constitute a preferential indirect sub- 
sidy to the Alaska Steamship Co. to the direct disadvantage of the 
Alaska Freight Lines. 

On behalf of myself and the Alaska Freight Lines, I want to thank 
the chairman and the committee for the opportunity to present the 
company’s views, and I sincerely hope that I have been somewhat 
helpful in bringing to your attention the nature of the objection of the 
Alaska F reight Lines to the passage of this specialized legislation. 

(Schedule A referred to by Mr. Wohlstetter is as follows:) 





ee 


2 esoirahenitthas 


Sailings of Alaska Freight Lines, Inc., during calendar year 1955 


MERCHANT MARINE LEGISLATION 


SCHEDULE A 





Date 


of 


sailing 


Feb. 


Mar. 


Apr. 


May 


June 


July 


Aug. 


16 
16 


23 

















| | 
Barge No. | | Total a 
and | First port of call | aed space 
voyage No.| | ‘ane available 
, (tons) 
| 
1603/42 | Seward........ , renee ; | 1,096.2 |... 
1322/38 | ME acesnimael Lehibotkoenad = és eainoe 790. 4 | 209. 6 
2576/28 | Me Ser ed eee oes a aie tee 677.8 | 322.2 
1600/36 | Valdez.....-- PR reat hos, cee ear ee ee et 657.6 342. 4 
1601/40 | Dinnect: Bled cee barony ae ; Siaunt 712.1 287.9 
a a, weno | 420.5 579. 5 
1602/45 | Valdez. ----- sancanek 799.8 | 200. 2 
154/7 ell ae 7 633. 9 366. 1 
1598/39 | Seward__--. a Bee oom ee, 522.7 | 477.3 
SEE | AID, os 4 ds ic tnennaans ; ; 768. 4 231.6 
1603/43 |.....do...._- Berea 661.1 | 338.9 
| a a eee : 907.7 | 92.3 
1600/37 | Seward...._. Seen e teas ; . 466.8 | 533. 2 
1601/41 | Valdez---- 544.8 | 55.2 
1593/37 | ee 0 | 473.0 
1602/46 do_... maae a 6 392. 4 
1599/35 | Seward___-- eee 8 461.2 
1603/44 do... 7 72.3 
1600/38 | Valdez. - aioe a 5 623. 5 
2576/33 -40... " wae ‘i 302. 2 
154/8 do 196. 4 
512/13 | Seward. he! 436. 2 
1593/38 | Valdez re oles 214.3 
1602/47 |.....do- ; e 453. 4 
| fe ee 343.9 
1603/45 ..do eo : 538. 1 
1600/39 | ME biexewckecxbicseax 393. 2 
2576/31 | Anchorage- - ---- ‘ 545. 3 
154/9 | Valdez 432.3 
1599/36 |..-..do . 451.9 
1597/54 | Anchorage. ; 182.0 
1602/48 |.....do_.-..-.- ; pais 577.4 
1601/43 sd tial Saco es tektites aelens Ss 426.1 
ee Seer 543.7 
SE Fine SDeccex secs cusssapnee- 598.9 | 401.1 
INE 5 Ae salen. caus lt okeesn sca 534. 465. 5 
NE GN 0 6nd. 28 ein iaeBieidamatasboinale 328. 671.7 
154/10 | Anchorage- - --.----- . 652. 1 347.9 
BOUIN Unc. naa@behadxae ude cane cwudwect . 452. 2 | 547.8 
16 12/49 Deans olccwcuandiinerateushdin te neden theese 832. 2 | 167.8 
SI, DEMERS s sid sha knnakgs gewnanwas Rdueeon 455. 5 | 544. 5 
4 ish deus bh eb nes behudabhetionoseeteo uses 870.0 130.0 
OS ee jana Lane eedeieg 495.8 5)4. 2 
EIT 26 JN Soden ec ceedeweds Sivas nik Sed dda adie inten e tn | 852. 1 147.9 
154/11 NE Re one ed a camboiin Calsaadeceun | 507. 4 | 492. 6 
een. ona Saha ebnneegebawancocins 749. 2 | 25). 8 
e058 aad So cinta nlidabn Shebpauapenuinw ed 494.1 | 515.9 
OR Er Rai sittmeiien a ~ee 85). 2 149.8 
Se ET I cckecbbd untcbeepticscnis scene plata wate id aiid ed died 576.0 | 424.0 
SN bs atlas dina hbotsnnktebnh anaes a 626. 7 | 373. 3 
16 12/5) | Ay, hae Pfr ES. pdidwans 5 au 349. 5 65). 5 
1508/10 | Seward........-... chpiclinnnmedins Shwteetn iinecnignte aa 197.0 | 813.0 
a a isles aah sicily tet pasha adit 292.9 707.1 
154/12 | Anchorage. - --------- : Sictaalemeadt ee ee 713.4 | 296. 6 
1599/39 | Gi tk ishanessens Bicdenela den tb anstes ; a 581.6 | 418.4 
169/41 | Re ad Foe ee hare ; 777.1 | 222.9 
a a aaa adie si nae 536.0 | 464.0 
16)1/45 ol ; ; ane Late | RET Ustidiscn cotinine 
1593/42 | Seward_........---- ra a ezaake ; . 869. 3 | 130. 7 
1507/56.| Anchorage. .........---.- ican icaternmiae dod 816.0 | 184.9 
oo Ae ee SE. f | 58).6 419.4 
OO ae a rer _— iedcene 34. 5 | 695. 5 
1599/40 | Anchorage. ---------- oF ; 7 aa. ’ 709. 1 | 29.). 9 
| RS se ee eee ep teh deh ak abhi bicd 629. 6 | 370. 4 
oy RR ee ae canteen otneute ieeeune 822.0 178.0 
161/46 | MGs. 6d nevcewede de : . sen nade es wi 679. 0 321.0 
0 RR a eee ee ee ae he tddacbee in iaaeniinen 898. 0 102. 0 
is cecnackdeudiescneckateneeu 691.1 308. 9 
ETE tid AIR Ad dale add thn deme dgnbesidecthiinidabudsudsde $61.5 38. 5 
1599/41 ie eee Rlenickuskes ck a ara 681 7 318. 3 
16)3/49 | Anchorage. ..--.-.-...-..--- is cries ects Seapets ie lpieaadiecsrny as 71.1 298. 9 
AN Nh tiles dg adc dant spueeyenyean euakbwyanceent 510. 0 490.0 
ER he oak cnnss weaken aeunpndainvin acetone cee” 551.8 448. 2 
ET Pal 5 at ncccenunedsnseccncavcctsotnn gine) teed baboice 513.9 | 486. 1 
161/47 | Anchorage. ..-.....-.--..--------------<-- ina pic 911.1 | 88. 9 
PET WUE ob kd ocean cdbacts. ceceesnss duelid ‘ ; 624. 2 | 664. 7 
NN oe eth netd ae nlnadcpep teas gngtensee=serrnnee 541. 6 | 458. 4 
ll i ata IRR AaB a RI aoe AEE Eee ee 851.6 | 148.4 
TET WN aciccwcdaucneccdy Subeeeeedabb §atiad«bpetteaon | 689.8 | 310. 2 
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Sailings of Alaska Freight Lines, Inc., during calendar year 1955—Continued 


| Additional 


Date Barge No. Potal cargo 
of and First port of call bed ohy i space 
sailing | voyage No. ‘ak | available 
| (tons) 
Sept. 1 1597/57 js. 525.6 | 474.4 
3 1599/42 | Valdez age 995.9 | 41 
7 1603/50 |_- do 640.2 | 359.8 
10 154/15 |_- do 585 9 414.1 
13 1601/48 Anchorage. -- i 305. 2 | 694.8 
17 2576/37 do 845.5 | 154.5 
20 1600/44 do 864.0 | 136.0 
24 1593/45 | Valdez 885. 2 | 114.8 
2 1599/43 a 615.7 | 384.3 
Oct. 1 1603/51 pe aa 646. 6 353. 4 
4 154/16 do 489. 4 10. 6 
8 | 1609/53 | Anchorage 594.9 | 405. 1 
11 2576/38 |.- do 497.1 | 502. 9 
15 1601/49 | Valdez | 716.9 | 283. 1 
18 1600/45 do 425. 7 | 574.3 
22 1593/46 | Anchorage- - | 899.9 100. 1 
25 1603/52 ab: 2. 512. 5 487.5 
29 154/17 | Valdez 720.5 | 279. 5 
Nov. 1 1599/44 -do 420.4 | 519.6 
5 1602/54 do . 564.7 | 435.3 
s 1601/50 do 529.9 | 470.1 
12 1600/46 do__- 896.9 | 103. 1 
15 | 1593/47 do 460.5 | 539. 5 
19 | 2576/39 | Seward_- 4 802.7 | 197.3 
22 1603/53 do__- 783. 5 216.5 
27 154/18 do 680. 4 319.6 
2y 1599/45 | Valdez 569. 4 430.6 
Dee. 3 1602/55 | Seward_- 876.3 | 123.7 
6 1600/47 | Valdez 441.7 | 558. 3 
10 1593/48 | Seward 896.9 | 103. 1 
13 2576/40 lo 411.7 | 588.3 
17 1601/51 do 843.0 | 157.0 
20 1599/46 do__. 579. 6 | 420.4 
28 154/19 e do 936, 2 63.8 
29 1598/42 _....do 820. 4 179. 6 


| 
| 
| 


Source: Company records. 


Mr. Morse. May I make an additional comment? 

The CuatrMan. Certainly, Mr. Morse. 

Mr. Morse. We would have no objection to a joint resolution to 
permit anyone to bid on the — That would obviate the suggestion 
that this would be a subsidy to Alaska Steamship. We went along 
on this price primarily on the cchininiion that the vessels would be 
restricted to the Alaskan trade. If the use of the vessels is opened 
up, we would want to make some further comments on the pricing of 
the vessel. 

The Cuarrman. If these 50 were open to the general market, the 
general public aie 

Mr. Morse. If the use of these two vessels was opened. 

The Cuaran. If the 50 were opened, there would be a much dif- 
ferent situation. But where they are limited, in my opinion, to a 
trade—suppose you limit it to the Puerto Rican trade—I would think 
a competitive bid would have to be based between those who want to 
operate that trade. If they were opened to bid I should think it would 
be limited to those who would operate in the Alaskan trade. That 
would be fair, because their value is entirely different in different 
places. 

Mr. Morse. That is why we wanted the restriction that the vessels 
be used in the Alaskan trade. 

Mr. Woutsretrer. Mr. Chairman, it is true, however, that there 
wasn’t a foor price on the vessel established for each trade. There is 
a floor price established for the vessel. 
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The CuHatrman. There is a good reason for that. I went through 
the Ship Sales Act and I think I was more responsible for cutting it 
off than any other man, too. We just billed them in general. Then 
we found, when we got through with them, for defense uses, that cer- 
tain ships had definite values for certain places, and others for other 
places. It wasn’t an overall floor. 

I do think, though, in trying to get rid of these ships, where they 
are justified to break open, that we ought to limit their competition 
and their competitive bidding to those who will use it in that particu- 
lar trade. Otherwise it wouldn’t, it seems to me, be quite equitable to 
those trying to better—which eAlaskan Freight and Alaska Steamship 
and Coastwise are trying to do—the Alaskan trade. Thank you very 
much. 

I have a letter for the record from the American Merchant Marine 
Institute. They have another suggestion, and I will read this for the 
benefit of those here: 


Our organization fully appreciates the growing significance of Alaska to the 
United States from both economic and political points of view. We are more- 
over, we believe, adequately apprised of the strategic defense importance of this 
territory to the United States and the western world. 

Further, we are properly aware of the importance of water transportation to 
Alaska and the part such transportation plays in its present economic well-being 
and future development. 


Nevertheless, we must oppose Senate Joint Resolution 132 as pres- 
ently drafted unless and until: 


(a) Provision is made similar to that made in the sale of identical ships 
to Brazil for the investigation of the availability of the desired vessels in the 
private American market, at prices and terms as attractive as those provided 
for in S. J. Res. 182. Language incorporating a provision to this effect was con- 
tained in S. 2370, Public Law 496, section (c), 83d Congress, 2d session. 

Although we realize that at present only one privately owned C1—-MAV-1, 
exclusive of the two owned by the potential purchaser, is under private owner- 
ship in the American Fleet, our concern goes to the principle involved. It is 
essential that purchasers of vessels under the Ship Sales Act of 1946 have the 
protection of the commercial market and the privilege of selling their vessels 
thereon before ships are desterilized for the National Defense Reserve Fleet 
and made available for sale. 

(b} Provision is made to confine the vessels to the service between Alaské 
and the northwest United States. 


That is suggested by the Maritime Commission. 


This would conform to the basic objective of S. J. Res. 132, which is to in- 
crease water transportation by privately owned facilities in that service. In the 
sale of Cl-MAV-1’s to Brazil, provision was made, in section (g) of the afore- 
cited law, to confine the vessels sold to the coastwise trade of that country, the 
development of which trade was the prime motive behind the sale. 

Although we realize that the physical limitations of the vessels involved tend 
to limit their potential trading area, this should, in all fairness, be specifically 
designated. 

It is our firm belief that neither of the two provisions urged by our organiza- 
tion will prove onerous to the potential purchaser or be a barrier to the con- 
summation of the objective of S. J. Res. 182. 

We respectfully request that this communication be made part of the record. 

Sincerely yours, 
ALVIN SHAPIRO. 


(The letter from the American Merchant Marine Institute, Inc., 
is as follows :) 
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AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D. C., March 9, 1956. 
Subject: S. J. Res. 182, Sale of Ships to Alaska Steamship Company. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washingion 25, D. C. 

DEAR SENATOR MaGNuson: The American Merchant Marine Institute, Inc., is 
a trade organization whose fifty-odU members own and operate United. States- 
flag vessels in virtually all principal trades of the United States. This com- 
bined fleet constitutes ships of all types including tankers, passenger vessels, 
freighters, colliers, ete. 

Our organization fully appreciates the growing significance of Alaska to the 
United States from both economic and political points of view. We are more- 
over, we believe, adequately apprised of the strateg’c defense importance of 
this territory to the United States and the Western World. 

Further, we are properly aware of the importance of water transportation 
to Alaska and the part such transportation plays in its present economic well- 
being and future development. 

Nevertheless, we must oppose 8. J. Res. 132 as presently drafted unless and 
until: 

(a) Provision is made similar to that made in the sale of identical ships 
to Brazil for the investigation of the availability of the desired vessels in the 
private American market, at prices and terms as attractive as those provided 
for in S. J. Res 132. Language incorporating a provision to this effect was con- 
tained in S. 2370. Public Law 496. section (c). 83d Conzress. 2d session. 

Although we realize that at present only 1 privately owned C1-MAV-1, ex- 
clusive of the 2 owned by the potential purchaser, is under private ownership 
in the American fleet, our concern goes to the principle involved. It is essen- 
tial that purchasers of vessels under the Ship Sales Act of 1946 have the pro- 
tection of the commercial market and the privilege of selling their vessels there- 
on before ships are desterilized for the National Defense Reserve Fleet and made 
available for sale. 

(v¥) Provision is made to confine the vessels to the service between Alaska 
and the northwest United States. This would conform to the basic objective 
of Senate Joint Resolution 132, which is to increase water transportation by pri- 
vately owned facilities in that service. In the sale of C1-MAV-1’s to Brazil, 
provision was made, in section (g) of the aforecited law, to confine the vessels 
sold to the coastwise trade of that country, the development of which trade was 
the prime motive behind the sale. 

Although we realize that the physical limitations of the vessels involved tend 
to limit their potential trading area, this should, in all fairness, be specifically 
designated. 

It is our firm belief that neither of the two provisions urged by our organization 
will prove onerous to the potential purchaser or be a barrier to the consummation 
of the objective of Senate Joint Resolution 132. 

We respectfully request that this communication be made part of the record. 


Sincerely yours, 
ALVIN SHAPIRO. 


The Cuamrman. They pose the same point, difference in the availa- 
bility of vessels in a given trade. 

Mr. Daggett ? 

Mr. White, do you want to testify ? 

Mr. Wurre. I am prepared to support the bill if you want me 


to. 
The Cuairman. We will let you put in the record what you wish. 


STATEMENT OF H. L. DAGGETT, NATIONAL MARINE ENGINEERS 
BENEFICIAL ASSOCIATION 


Mr. Daccertr. Iam H. L. Daggett. Iam president of the National 
Marine Beneficial Association, 132 Third Street, Southeast, Wash- 


ington, D. C. 
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Mr. Chairman, our national association represents licensed marine 
engineers employed in the operation of ships on the Atlantic, Gulf, 
and Pacific coasts, the Great Lakes and western rivers. We are ap- 
pearing here in support of this Joint Resolution 132, primarily be- 
cause we believe the interests of Alaska and the problems of the trans- 

ortation there will be best served through the enactment of this 
joint resolution. 

I have, Mr. Chairman, a copy of a letter addressed to your commit- 
tee from Mr. E. N. Altman, who is the business manager of our lo- 
‘al association in Seattle, Wash., which, with your permission, I should 
like to read into the record as it outlines and expresses the views of 
our people in Seattle: 


Dear Sir: I am writing with reference to Senate Joint Resoution 132, which 
I understand is to be the subject of a joint hearing beginning March 12, 1956. 
The above resolution, as you are aware, deals with the necessary authorization 
required to permit the sale of two CIMAVI1 type cargo vessels to the Alaska 
Steamship Co. These vessels, which have been chartered by the Alaska Steam- 
ship Co. under the Ship Sales Act of 1946, have operated from the Seattle area 
to Alaska under these charter provisions since 1948. 

The labor organization which I represent has manned these vessels with 
licensed marine engineers during these, and preceding, years. Our interest, 
obviously, is directed toward keeping these vessels in service and continuing the 
employment of our people aboard said vessels on a permanent basis. Toward 
this end, we heartily endorse Senate Joint Resolution 132. 

We feel that passage of this bill will once and for all dissolve and eliminate 
the rather liquid position these vessels remain in under the present charter 
arrangement. We further feel that, due to the peculiar problems encountered 
in Alaskan waters, as well as the shallow channel approaches to the old and 
often somewhat inadequate facilities for docking, these vessels are particularly 
suited for the Alaska trade, far more so than any other type vessel now com- 
monly sailing under the American flag. This bill, we feel, is especially im- 
portant at this juncture due to the fact that most privately owned CIMAVI1’'s 
have either been converted to bulk carriers, or have been sold to Korea, the Philip- 
pine Islands and Brazil, thereby practically eliminating the possibility of 
purchasing this type vessel from a private owner for use in the Alaskan trade. 
We feel that opening the door to foreign sale for this type vessel will shortly 
liquidate the majority of such vessels remaining in our laid-up fleet, thereby 
almost completely removing from the scene the type of vessel most adequate at 
this point for the Alaskan trade. In order for the Alaska Steamship Co. to 
continue its present service to all areas of Alaska, it is most imperative that 
the company retain within its control, by purchase, a sufficient number of vessels 
to perform such service. 

I am certain you are aware of the recently terminated passenger service to 
the Alaska Territory, which resulted in the loss of a very vital transportation 
link with the Territory. Much of this cessation of service was caused by the 
fact that the vessels, which were becoming old and antiquated, could not con- 
ceivably produce enough revenue to finance the building of new vessels to re- 
place those currently operating, and since adequate passenger vessels were not 
available in the laid-up fleet or in private operation, this phase of transportation 
was completely eliminated to Alaska. If cargo vessels of the appropriate type 
are not made available on a reasonable basis, as provided for in Senate Joint 
Resolution 132, we can perhaps look forward in the foreseeable future to either 
a similar termination of cargo service or a requirement for some form of out- 
right subsidy in order to allow cargo service to continue to the Territory of 
Alaska. 

It is universally recognized that continuation of ship cargo service to Alaska is 
an outstanding military defense necessity, and certainly it is equally recognized 
that such service is the economic lifeblood of the Territory of Alaska. Passage 
of this bill will go a long way toward assuring Alaskans and the steamship in- 
dustry of the continued interest of government in the welfare of both. 

In discussing this matter with interested steamship company operators on the 
Pacific coast, we find that no bona fide operator opposes the sale of the vessels 
named to the Alaska Steamship Co. We understand that there may be some 
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objection raised by a group known as Alaska Freight Lines, which operate 
some tow boats and barges to certain restricted points in the Territory. We 
believe that their opposition will indicate that they desire the bill of sale cover- 
ing these vessels to prevent such vessels from calling at Seward or Valdez, 
which ports apparently are serviced by this company’s tow boats. While the 
Alaska Freight Lines’ operations, objections and general activities could be 
dealt with by this writer at some length, I am, by lack of time, required to 
restrict my observations on Alaska Freight Lines’ opposition to Senate Joint 
Resolution 132 to the following brief remarks. 

In 1949, when Alaska Freight Lines had commenced what was then a highly 
questionable operation, enjoying certain high revenues not then being made 
available to bona fide steamship operators, I had occasion to enter into some 
correspondence with the then Under Secretary of the Interior, protesting certain 
of this group’s activities. The Department of the Interior at that time was 
lending some support to the newly operating Alaska Freight Lines. In correspond- 
ence received at that time from the Department of the Interior, I was advised 
that one of the principal reasons for the promulgation of additional forms of 
cargo transportation to Alaska was that the resultant competition from such 
additional forms of transportation would benefit the economy of Alaska. In 
the normal sense, I cannot quarrel with this conception, and I feel that such 
benefits may yet be obtained for Alaska. However, if opposition of the Alaska 
Freight Lines is to be considered on the basis of restricting the activities of 
these vessels when purchased, it would seem that the position of the Department 
of the Interior in 1949 no longer holds, and that competition would not benefit the 
Territory but that perhaps some monopoly of the Alaska Freight Lines might 
be more beneficial. 

Needless to say, the illogical opposition above stated, if advanced by Alaska 
Freight Lines, would be a rather ridiculous effort on their part to limit the 
activities of a bona fide steamship company in order to substantially advance 
the interests of this tow boat operator, and the most infamous part of such 
attempt would be the obvious effort to use the United States Senate and House 
of Representatives as the tools to implement their own selfish desires. 

We strongly urge that 8. J. Res. 152 be favorably considered and unanimously 
recommended for passage as quickly as possibie. If it meets with your approval, 
it is the desire of this organization that this letter be made part of the record 
of any hearings held with regard to this particular Sees If we can supply 
any further information pertinent to this resolution, or testimony, I should be 
pleased, if time permits, to supply same. In the event that some immediate 
contact might be helpful, I am certain that our national office in Washington, 
D. C. will be most cooperative. Such contact with our national office can be 
made by writing or calling: Mr. Herbert L. Daggett, president, National Marine 
Engineers’ Beneficial Association, 132 Third Street, SE., Washington 3, D. C. 
Lincoln 4-2600. 

In order that both sides of the congressional group may be aware of our 
position, a similar letter has been sent to the Merchant Marine and Fisheries 
Committee of the United States House of Representatives, so that all con- 
cerned may consider the position of this organization at the time it deals with 
other pertinent data. 

Respectfully submitted, 
E. ALTMAN, 
Sasi 8s manager, 
M.E. B.A. No. 38, Ine. 


The CHarrmMan. We will leave the record open for anything 
further. 

I do think that both you and Mr. Altman, and all of us, will 
agree on one thing: We want to see that the Government gets what 
will be a fair and “equitable price for the ships, consistent with what 
they are to be operated for. 

Mr. Daceertr. Certainly. That is our position. 

The CHarrman. Mr. Dewey? 
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STATEMENT OF RALPH B. DEWEY, WASHINGTON REPRESENTA- 
TIVE, PACIFIC AMERICAN STEAMSHIP ASSOCIATION 


Mr. Dewey. Mr. Chairman, I am Ralph B. Dewey, Washington 
representative of the Pacific American Steamship Association. I 
have a brief teletype from San Francisco, from the board of directors 
of the Pacific American Steamship Association, which reads as 
follows: 


Pacific American buvard has no objection to Senate Joint Resolution 132 as 
now drafted, provided it is amended so as to add the following language: 
“Except with the prior approval of the Secretary of Commerce, after hearings, 
any vessel sold under this joint resolution shall, for a period of 5 years from 
the date of the sale of the vessel, be operated only in commerce between ports 
of the Territory of Alaska and ports on the Pacific coast of the United States.” 


The CHatrman. The Maritime Board suggested an amendment even 
more stringent. 

Mr. Dewey. More stringent than ours? 

The CHarrMan. Yes. 

Mr. Dewey. I wanted to present this more lenient proposal for 
consideration of the committee. 

The CHarrMan. In view of the fact that some of the testimony 
this morning involved more of the details than was probably ex- 
pected, I will leave this record open. There may be some figures 
or other things that we disposed of generally that might be changed. 
I will leave the record open for a few weeks. I know there are some 
figures in there that I took out of my hat that I may want to change, 
but because of the nature of the testimony that couldn’t be helped. 

That will conclude the hearing on Senate Joint Resolution 152. 

We appreciate your coming here. 

Those are all the witnesses that we have to hear on Senate Joint 
Resolution 132. 

(Thereupon, the committee proceeded to the consideration of other 
business. ) 

Subsequent to the hearing, additional statements were received by 
the committee from D. E. Skinner, president, Alaska Steamship Co.; 
the Alaska Merchant Line of Alaska, Inc.; and William F. Ragan, 
counsel, Coastwise Line. 

(The statements are as follows:) 

SEATTLE, WASH., Mar. 16, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States wonete, Washington D. C.: 

We oppose passage S. J. Res. 132 and H. J. Res. 513, on grounds sale at the 
Government surplus prices will discourage private capital from investment in 
new ships, especially designed for southeastern Alaska conditions. Do not 
oppose continuation of charter until better service is available. 

THE ALASKA MERCHANT LINE OF ALASKA, INC., 
Evwiot DeForEst, President. 


SUPPLEMENTARY STATEMENT BY D. E, SHINNER, PRESIDENT, ALASKA 8S. 8S. Co., 
MAkcH# 19, 1956 


Since the preparation of my statements and as a result of the Senate hearings 
and subsequent discussions, particularly with Maritime Administration officials, 
I wish to comment upon amendments which have been suggested. 

The Maritime Administrator has suggested that these 2 vessels be restricted 
to the Alaska trade unless permission is first obtained. This would be for about 
9 years. PASSA recommended a similar restriction but for only 5 years. 
PASSA suggested that off-berth permission should be only after public hearings. 
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While we would prefer that there be no such limitation, or if there is one it be 
for the shorter period, we are willing to go along with the Maritime Administra- 
tor’s recommendations. We think that whether or not a hearing should be held 
should be left to the discretion of the Administrator and not mandated by statute. 
Some such hearings have taken so long the business disappears. 

As to the suggestion of the comptroller general that, the vessels be advertised 
for competitive bids, that could only cause delay of 30 to 60 days and seems 
inappropriate if the vessels are restricted to the Alaska trade. No other 
Alaska operator has indicated any interest in acquiring them although several 
did communicate other views to the Senate committee. There was no com- 
petitive bidding under the Ship Sales Act nor in the case of the sale of the 
President Cleveland and President Wilson after which this legislation is pat- 
terned. 

Alaska Freight Lines, which serve only the so-called “ail belt” say they have 
unused space and these vessels should be restricted against serving rail-belt 
ports. This would make it impossible for us to serve the outports as we are 
doing and have promised the Secretary of Interior we would continue to do, 
and when we say outports we mean all outports in the 4 areas, Peninsula, Bris- 
tol Bay, Bering Sea, and Southeastern Alaska, not merely the outports in South- 
eastern Alaska, so Mr. Wohlstetter supposed in his testimony before the Senate 
committee. We have furnished our carryings to the rail belt to their local 
attorney and he was disturbed by an increase in our carryings to the rail belt 
in 1955 over 1954 in these CIMAVI1's but there should be no cause to be alarmed 
at this for our combination vessels were operating in 1954 but not in 1955. The 
remaining freight vessels merely took over the traffic previously handled by the 
combination vessels. 

Here is the competitive picture. We no longer operate the 4 combination 
vessels. We are still operating 4 CLMAV1’s and 2 RIMAV1’s. We propose to 
purchase 2 of the CLIMAV1’s and the remaining 4 will come up for charter re 
newal later in the spring. 

SAN FRANCIS3O, CALIF., 
Varch 21, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington, D. C. 

Coastwise line previously advised you that they did not object to sale of two 
CIMAV1 vessels to Alaska Steam. Coastwise wishes to advise Board of Di- 
rectors Coastwise were not aware of failure to protest. Coastwise does protest 
since such sale would constitute unfair competition to Coastwise Line and con- 
stitutes indirect subsidy to Alaska Steam. 

WILLIAM F.. RAGAN, 
Counsel, Coastwise Line. 
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MONDAY, MARCH 12, 1956 


UnIrep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:08 a. m., in room 
G-16, United States Capitol, the Honorable Warren G. Magnuson 
(chairman), presiding. 

Present: Senator Magnuson (chairman). 

The Cuarrman. The committee will come to order. 

H. R. 4118 is a bill to amend section 606 of the Merchant Marine 
Act, to provide that the termination of the subsidy contract shall not 
cut short the 10-year recapture period if subsidized operations con- 
tinue under a new contract. 

(The document referred to above is as follows :) 


({H. R. 4118, 84th Cong., 1st sess.] 


AN ACT To amend section 606 (5) of the Merchant Marine Act, 1936, relating to the 
computation of the 10-year recapture period 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subdivision (5) of section 606 of the 
Merchant Marine Act, 1936, as amended (46 U. 8S. C. 1176), is amended to read 
as follows: 

“*(5) that when at the end of any ten-year period during which an oper- 
ating-differential subsidy has been paid under a contract or consecutive 
contracts (such period to be computed from the end of the operator’s last 
completed recapture period regardless of its duration, or from the beginning 
of subsidized operations if the operator has not previously completed a 
recapture period), or when prior to the end of such ten-year period subsidized 
operations shall be finally terminated, if the net profit of the contractor on 
his subsidized vessels and services incident thereto during such period or 
time (without regard to capital gains and capital losses), after deduction 
of depreciation charges based upon a life expectancy of the subsidized vessels 
determined as provided in section 607 (b), has averaged more than 10 per 
centum per annum upon the contractor’s capital investment necessarily em- 
ployed in the operation of the subsidized vessels, services, routes, and lines, 
the contractor shall pay to the United States an amount equal to one-half of 
such profits in excess of 10 per centum per annum as partial or complete 
reimbursement for operating-differential subsidy payments received by the 
eontractor for such recapture period, but the amount of excessive profit so 
recaptured shall not in any case exceed the amount of the operating-differ- 
ential subsidy payments theretofore made to the contractor for such period 
under such contract or consecutive contracts and the repayment of such 
reimbursement to the Commision shall be subject to the provisions of 
section 607 ;” 


39 








40 MERCHANT MARINE LEGISLATION 


Sec. 2. Each operating-differential subsidy contract in force on the date of 
enactment of this Act shall, if the subsidized contractor consents, be amended to 
conform to the provisions of section 606 of the Merchant Marine Act, 1936, as 
amended by section 1 of this Act. 


The Crarrman. Mr. Morse, the Maritime Administrator, has a 
very short statement. Because this is a technical matter I think 


maybe you had better read it. 

There is no opposition to this bill. It is highly technical and hard 
to understand. I think the record should be clear on it. 

Mr. Gibbons, do you want to testify or do you want to put this 
in the record ? 

Mr. Giepons. I will testify. 

The Cuatrman. We will hear from Mr. Morse first. Before we 
hear from him, however, we will put in the record a letter from the 
Comptroller General recommending favorable consideration; from 
the Department of the Navy offering no objection; from the Depart- 
ment of the Treasury offering no objection; and from the Department 
of Commerce. 

(The documents referred to above are as follows :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, July 22, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

DrEAR Mr. CHAIRMAN: Reference is made to your letter of July 7, 1955, ac- 
knowledged by our letter of July 8, enclosing copies of H. R. 4118 and 8. 2429, 
84th Congress, Ist session, and requesting our views on the proposed measures. 

This report relates to H. R. 4118, entitled, “An Act to amend section 606 (5) 
of the Merchant Marine Act, 1936, relating to the computation of the 10-year 
recapture period.” A separate report is being furnished on S. 2429. 

As originaliy enacted, section 606 (5) provided for a 5-year recapture account- 
ing period. By the act of June 23, 1938, 52 Stat. 953, 960, the Congress in- 
creased the period to 10 years because the longer period was considered more 
nearly related to the cycles of prosperity and depression experienced by the 
maritime industry. Consequently, section 606 (5) now provides that if, at 
the end of any 10-year period during which operating-differential subsidy has 
been paid under a contract, the cumulative net profits from subsidized opera- 
tions exceed 10 percent per annum of the capital necessarily employed in such 
operations, one-half of the excess net profits—but not to exceed the total amount 
of the subsidy payments—is to be recaptured by the Government. However, as 
indicated in our decision of August 23, 1954, B—120594, 34 Comp. Gen. 99, copy at- 
tached, the present law also requires that, upon termination of an existine sub- 
sidy contract, a recapture accounting must be had at that time, even though 
the 10-year cycle has not been completed, and despite the continuance of the 
subsidized relationship under a replacement, or consecutive, contract. The 
operators reportedly object to having the 10-year cycle cut short by termination 
of their existing contracts in advance of the close of such period. 

Pursuant to their vessel replacement obligations under operating-differential 
subsidy contracts, operators are sometimes confronted, near the end of their 
existing subsidy contracts, with the necessity for investing millions of dollars 
in new vessels for routes and services which, by reason of foreign competition, 
cannot be serviced by American-flag vessels at anywhere near a break-even 
basis without the aid of Government subsidy. The operators feel that such 
investments would be extremely poor business risks unless they had long-term 
operating-differential subsidy contracts covering the new vessels. 

The amendment would cut short the 10-year recapture accounting period only 
when the operating-differential subsidy relationship between the Government and 
the operator is terminated. It would avoid cutting the 10-year recapture period 
short when the existing contract is terminated before the end of such period 
for the purpose of continuing the subsidy relationship under a consecutive 
contract. 
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In view of the legislative history of the amendment of section 606 (5) by 
the act of June 23, 1938, and inasmuch as the proposal appears to be consonant 
with the objectives of the Merchant Marine Act of 1936, we recommend favor- 
able consideration of the’bill. 

Sincerely yours, 

JOSEPH CAMPBELL, 
Comptroller General of the United States. 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE JUDGE ADVOCATE GI NERAL, 
Washington 25, D. C., October 10, 1955, 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 


My Dear Mr. CHAIRMAN: Your request for comment on the bill H. R. 4118 
“To amend section 606 (5) of the Merehant Marine Act, 1936, relating to the 
computation of the 10-year recapture period” passed by the House of Repre- 
sentatives on July 5, 1955, has been assigned to this Department by the Secretary 
of Defense for the preparation of a report thereon expressing the views of the 
Department of Defense. 

The purpose of this measure is to relieve the owner of a vessel operated under 
an operating-differential subsidy from the necessity of computing the profits 
to be recaptured when the contract is terminated and another contract entered 
into prior to the termination of the 10-year recapture period. 

The bill does not effect a basic change in the recapture cf excess profits 
under operating-differential subsidy contracts and offers a simplified solution 
to the problem of termination of the recapture period due to the termination 
of the subsidy contract, which problem is currently solved by cumbersome ad- 
ministrative proceduie. 

In view of the foregoing, the Department of the Navy, on behalf of the 
Department of Defense, interposes no objection to the enactment of H. R. 4118. 

This report has been coordinated within the Department of Defense in ac- 
cordance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report on H. R. 4118 to 
the Congress. 

For the Secretary of the Navy. 

Sincerely yours, 
Ira H. NUNN, 
Rear Admiral, USN, 
Judge Advocate General of the Navy. 





TREASURY DEPARTMENT, 
July 14, 1955. 
Tion. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on H. R. 4118, “To amend section 606 (5) of the Merchant 
Marine Act, 1936, relating to the computation of the 10-year recapture period.” 

The purpose of the bill is to amend section 606 (5) of the Merchant Marine 
Act, 1936, to provide that the termination of an operating subsidy contract 
shall not cut short the 10-year period for the recapture of p~ofits by the Gov- 
ernment if subsidized operations continue under a new contract. 

The proposed legislation is not of primary interest to this Department and 
the Department has no comment to make as to its general merits. 

Very truly yours, 
Davin W. KENDALL, 
General Counsel. 
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THE SECRETARY OF COMMERCE, 
WASHINGTON 25, July 28, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 


Drak Mr. CHAIRMAN: This letter is in reply to your request of July 7, 1955, 
for the views of this Department with respect to H. R. 4118, an Act to amend 
section 606 (5) of the Merchant Marine Act, 1936, relating to the computation 
of the 10-year recapture period. 

The bill would amend section 606 (5) of the Merchant Marine Act, 1936, to 
provide that termination of the subsidy contract shall not cut short the 10-year 
recapture period if subsidized operations continue under a new contract. 

Section 606 (5) provides that the operator’s recapture period shall terminate 
at the end of 10 years of subsidized operations, or when the operating-differen- 
tial subsidy contract terminates if that contract terminates during the 10-year 
period. Under this section, termination of the subsidy contract ends the re- 
eapture period even if subsidized operations continue under a new contract. 

The provision for termination of the recapture period causes problems in 
-arrying out replacement programs as required by the operating-differential 
subsidy contracts. These contracts at this time have too short a period to run 
to afford substantial protection to the operator for his investment in replace- 
ment vessels. Terminution of these contracts, before construction of the new 
vessel is begun, by agreement of the operator and the Federal Maritime Board 
and execution of new longer term contracts (covering both the old and new 
vessels) would result, under section 606 (5), in termination of the recapture 
period. Termination at such time might, if recapture alone is considered, in 
some cases be unduly advantageous to the United States and in other cases 
unduly advantageous to the operator. 

Under an opinion issued by the Comptroller General, this problem can be 
handled satisfactorily if the existing subsidy contract will expire or terminate 
by its terms at about the same time as the construction of the first new replace- 
ment vessel is completed. This can be done by entering into a standby sub- 
sidy contract when construction of the new vessel is begun, under which opera- 
tions will begin when the first new vessel is completed, at which time the old 
subsidy contract will be terminated and the unreplaced vessels covered there- 
under added to the new contract by addendum. In this way the operator will 
have a standby operating-subsidy contract covering the new vessels when con- 
struction is begun on those vessels, and still the 10-year recapture period under 
the existing contract will not be appreciably shortened. 

When the recapture period under the existing subsidy contract, however, will 
still have a considerable period to run after the first of the replacement vessels 
is completed, the problem cannot be handled satisfactorily under existing law. 
The bill would meet this problem by providing that termination of the subsidy 
contract Shall not terminate the recapture period. This would enable the opera- 
tor and the Federal Maritime Board, before construction is begun on the new 
vessels, to terminate existing subsidy contracts by agreement and to enter into 
new longer term subsidy contracts covering the old and new vessels without 
cutting short the current recapture periods. The legislative history of the 
Merchant Marine Act, 1936, appears to show that Congress intended that the 
Federal Maritime Board should be authorized to contract with the operator for 
a full 10-year period in which to set off profits against losses for recapture pur- 
poses if he remained a subsidized operator so long, and for a subsidy contract 
of long enough duration to furnish substantial protection for the operator's 
investinent in new vessels. 

Section 606 (5) of the 1936 act was amended in 1938, following the Kennedy 
Economie Survey of the American Merchant Marine (November 10, 1937), by the 
act of June 23, 1938 (52 Stat. 953, at 960), to change the maximum recapture 
period from 5 years to 10 years. In the committee reports on the bills which 
were enacted as the 1938 amendments, the committee stated that the purpose of 
the change was to attract private capital to the maritime industry by adapting 
the recapture period to the cyclical nature of the steamship business. Five years 
was considered too short to cover the cycle. On the basis of the history of the 
industry, the 5 years might fall in a period of large profits or entirely in a period 
of heavy losses. On the other hand, it was considered that a period of 10 years 
would cover the usual cycle in the steamship business. There is no intimation in 
the committee reports that it was contemplated that a subsidized operator, 
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while he continued to be subsidized, should ever have less than 10 years in which 
to set off profits and losses against each other. 

In the drafting of the 1986 act recapture provisions, it appears that the 
termination of the recapture period was inadvertently tied to termination of the 
subsidy contract. Section 606 (5) of the 1936 act historically was derived from 
an earlier draft bill of the Senate (section 34 (7) of the Guffey bill; H. R. 8555, 
April 24 (Calendar Day, May 4), 1936). This draft bill would have required 
that the operating-differential subsidy contract provide that, when at the end 
of any 3-year period during which an operating-differential subsidy was paid, 
the net prefit of the operator for such period exceeded a return of 10 percent 
per annum on his capital necessarily employed, recapture of the subsidy paid 
should be made from one-half of such excess profits. This draft would not have 
required that the recapture period end if the contract expired before the end of 
the 3-year period while the operator continued subsidized operations under a 
new contract. The obvious defect of the draft, however, is that it did not pro- 
vide for recapture if the operator ceased to be a subsidized operator before the end 
of the 3-year period. 

A comparison of the Guffey bill with section 606 (5) of the 1936 act shows 
that the changes made to obtain section 606 (5) of the 1936 act were (1) to 
make the recapture period 5 instead of 3 years, and (2) to include a provision 
for termination of the recapture period upon termination of the contract. 

There was a need to provide for recapture on the basis of an abbreviated re- 

capture period if during the 5-year period the operator ceased to be a subsidized 
operator. There was no need, however, to provide for cutting short the re- 
capture period merely because the contract terminated if a new subsidy contract 
covering the same services, routes, and lines were entered into. It probably was 
not contemplated that the subsidy contract would ever terminate while the 
operator continued to be subsidized, except at the end of a recapture period. There 
would be no reason to cut short the recapture period while subsidized operations 
continued. That the statute was drafted so as to cause this result appears to 
have been an inadvertence, rather than a deliberate and considered policy. 

When the 1938 amendments were passed, it was plainly intended that an 
operator who constructed a vessel with the aid of a construction subsidy should 
have an operating-subsidy contract with a long enough term to protect his invest- 
ment. It was on this premise that the act was amended to provide that, if the 
United States broke the subsidy contract without cause, the operator could trans- 
fer his vessels foreign. This would place him in the same position as though he 
had originally built his vessels abroad without subsidy for foreign-flag operation. 

The bill would make it possible to carry out the intent of Congress to promote 
the merchant marine by contracting with the operators for (1) a 10-year period 
in which to offset profits and losses for recapture purposes, and (2) an operating- 
differential-subsidy contract of long enough duration to protect the contractor’s 
investment in new vessels on a realistic and reasonable basis. 

In view of these considerations, the Department of Commerce recommends 
favorable consideration of the bill. 

The Bureau of the Budget has advised that it would interpose no objection 
to the submission of this letter to your committee. 

Sincerely yours, 
SINCLAIR WEEKS 
Sceretary of Commerce. 


The CHarrMANn. Mr. Morse? 


STATEMENT OF CLARENCE G. MORSE, MARITIME ADMINISTRA- 
TOR, ON BEHALF OF THE MARITIME ADMINISTRATION AND THE 
DEPARTMENT OF COMMERCE 


Mr. Morse. The bill would amend section 606 (5) of the Merchant 
Marine Act, 1936, to provide that termination of the subsidy con- 
tract shall not cut short the 10- year recapture period if subsidized 
operations continue under a new contract. 

Section 606 (5) provides that the operator’s recapture period shall 
terminate at the end of 10 years of subsidized operations, or when the 
operating-differential subsidy contract terminates if that contract 
terminates during the 10-year period. 
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Under this section, termination of the subsidy contract ends the 
recapture period even if subsidized operations continue under a new 
contract. 

It was contended on behalf of certain subsidized operators that the 
recapture period continue for the full 10 years so long as the sub- 
sidized operator was in a subsidy status, even though in the 10 years 
a contract terminated and a new contract became effective without 
any gap. 

This contention was not supported by our general counsel nor by 
the Comptroller General. 

The provision for termination of the recapture period causes prob- 
lems in carrying out replacement programs as required by the oper- 
ating-ditler ential subsidy contracts. These contracts at this time 
have too short a period to run to afford substantial protection to the 
operator for his investment in replacement vessels. ‘Termination of 
these contracts, before construction of the new vessel is begun, by 
agreement of the operator and the Federal Maritime Board, and ex- 
ecution of new longer term contracts—covering both the old and new 
vessels—would result, under section 606 (5), in termination of the 
recapture period. 

Termination at such time might, if recapture alone is considered, 
in some cases be unduly advantageous to the United States and in 
other cases unduly advantageous to the operator. 

The CuarrMan. In other words, to make this simple, if the opera- 
tor and the Government continue on in a relationship, a subsidy rela- 
tionship, we want them to continue the same as they were before re- 
gardless of recapture. 

Mr. Morse. To continue this 10-year recapture period. 

The Cuatrman. Is that about it in a nutshell? 

Mr. Morse. That in substance is it. 

The Cuamman. In many cases you say it will be advantageous to 
the Government. In other cases it might be advantageous to the 
operator. But the whole thing is advant: igeous to a long- range plan 
of continual replacement of the American merchant marine. 

Mr. Morse. That is true. 

Under an opinion issued by the Comptroller General, this problem 
can be handled satisfactorily if the existing subsidy contract. will 
expire or terminate by its terms at about the same time as the con- 
struction of the first new replacement vessel is completed. 

The CHaimman. That doesn’t always happen. 

Mr. Morse. That seldom happens. There has been a situation with 
two or three operators, where it will apply, but on the average it will 
not apply. 

This can be done by entering into a standby subsidy contract when 
construction of the new vessel is begun, under which operations will 
begin when the first new vessel is completed, at which time the old 
subsidy contract will be terminated and the unreplaced vessels cov- 
ered thereunder added to the new contract by addendum. 

In this way the operator will have a standby operating-subsidy 
contract covering the new vessels when construction is begun on those 
vessels, and still the 10-year recapture period under the existing con- 
tract will not be appreciably shortened. 

When the recapture period under the existing subsidy contract, 
however, will still have a considerable period to run after the first 
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of the replacement vessels is completed, the problem cannot be han- 
dled satisfactorily under existing law. 

The reason being that the ¢ Comptroller General has said if the 
new contract is to take effect within a year or so, which would be the 
period required to build the first new vessel, he was agreeable to going 
along with us, issuing a standby contract. 

But if the standby contract was to take effect a period 5, 7, or 10 
years forward, he wasn’t agreeable to the issuance of a standby 
contract. 

So in the average run of cases we don’t have the availability of 
a standby contract ‘and therefore the 10- year recapture problem arises 

The bill would meet this problem by providing that termin: ition 
of the subsidy contract shall not terminate the recapture period. 
This would enable the operator and the Federal Maritime Board, 
before construction is begun on the new vessels, to terminate exist- 
ing subsidy contracts by agreement and to enter into new longer 
term subsidy contracts covering the old and new vessels without 
cutting short the current recapture periods. 

The legislative history of the Merchant Marine Act, 1936, indi- 
vates that Congress intended that the Federal Maritime Board should 
be authorized to contract with the operator for a full 10-year period 
in which to set off profits against losses for recapture purposes if 
he remained a subsidized operator so long, and for a subsidy contract 
of long enough duration to furnish substantial protection for the 
operator’ s investment in new vessels, 

Section 606 (5) of the 1936 Act was amended in 1928, following the 
“Kennedy” Economic Survey of the American Merchant Marine, No- 
vember 10, 1937, by the Act of June 23, 1938, 52 Stat. 953, at 960, to 

change the maximum rec apture period from 5 years to 10 years. 

In the committee reports on the bills which were enacted as the 1938 
amendments, the committee stated that the purpose of the change 
was to attract private capital to the maritime industry by adapting 
the recapture period to the cyclical nature of the steamship business. 

Five years was considered too short to cover the cycle. On the basis 
of the history of the industry, the 5 years might fall in a period of 
large profits or entirely in a period of heavy losses. On the other 
hand, it was considered that a period of 10 years would cover the 
usual cycle in the steamship business. 

Kvidently it was contemplated that a subsidized operator, while 
he continued to be subsidized, should not have less than 10 years in 
which to level off profits and losses. 

In the drafting of the 1936 act recapture provisions, the legislative 
history indicates that tying the termination of the recapture period to 
termination of the contract in all cases was accidental ‘ather than a 
deliberate and considered policy. 

It probably was not contemplated that the subsidy contract would 
ever terminate while the operator continued to be subsidized, exc ept 
at the end of a recapture period. 

There is no basic policy which requires cutting short the recapture 
period while subsidized operations continue. 

When the 1938 amendments were passed, it was plainly intended 
that an operator who constructed a vessel with the aid of a construction 
subsidy should have an operating-subsidy contract with a long enough 
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term to protect his investment. It was on this premise that the act 
was amended to provide that, if the United States broke the subsidy 
contract without cause, the operator could transfer his vessels foreign. 

This would place him in the same position as though he had orig- 
inally built his vessels abroad without subsidy for foreign-flag 
operation. 

The bill would make it possible to carry out the intent of Congress 
to promote the merchant marine by contracting with the operators 
for (1) a 10-year period in which to offset profits and losses for re- 
capture purposes, and (2) an operating-differential-subsidy contract 
of long enough duration to protect the contractor’s investment in new 
vessels on a realistic and reasonable basis. 

The Cuatrman. Thank you, Mr. Morse. 

Mr. Bourson. May I ask a question ¢ 

The CHarrman. Yes. 

Mr. Bourson. On page 3 where you say that the bill would enable 
you to enter into new longer term subsidy contracts, would you sug- 
gest the longest term contract? 

Would you go longer than 10 years ? 

Mr. Morse. We have presently signed up three or more contracts for 
a 20-year duration. 

The Cuatrman. Thank you, Mr. Morse. 

Mr. Gibbons / 

We will be glad to hear from you. 


STATEMENT OF C. D. GIBBONS, ON BEHALF OF COMMITTEE OF 
AMERICAN STEAMSHIP LINES 


Mr. Gissons. Mr. Chairman and gentlemen: Before I start read- 
ing my statement, which isn’t very long, I woud like to say that we 
subscribe thoroughly to everything Mr. Morse has just testified to 
with regard to er bill. 

My name is C. D. Gibbons. I am vice president and treasurer of 
United States i Co., but Iam here today as the chairman, finance 
subcommittee, of the Committee of American Steamship Lines, an 
association, representing my company and 14 other American-flag 
steamship operators, operating in accordance with the terms of their 
individual operating-differential subsidy agreements with the Gov- 
ernment. 

The committee of American Steamship Lines urges your favorable 
consideration of H. R. 4118. The American Merchant Marine Insti- 
tute and Pacific American Steamship Association concur in our 
position. This bill, if enacted, should peers an obstacle which has 
already delayed the consummation of vessel replacement programs for 
our member lines and will continue to handicap future planning for 
such replacements. 

When the Merchant Marine Act of 1936 was enacted, it provided in 
Section 606 (5) for a 5-year recapture period in operating-differential 
subsidy agreements. 

In 1938, however, the act was amended to extend the recapture 
period from 5 to 10 years, because, to quote from the Comptroller 
General’s letter to Congressman Bonner dated May 4, 1955 (p. 4 
of House Report No. 842, 84th Cong., Ist Sess.) : 
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the longer period was considered more nearly related to the cycles of prosperity 
and depression experienced by the maritime industry. 

As your committee knows, the shipping industry has extremely 
heavy vessel replacement requirements within the next 10 years. To 
avoid too great a concentration of construction in the last few years 
of the 10-year period, many companies will consider it desirable to 
start their replacement programs now, or during the next few years, 
provided this can be done without incurring the substantial financial 
disadvantages that may result from cutting off a recapture period 
before it has run for the full statutor y period of 10 years. 

The steamship operator considering a vessel-replacement program 
must be assured that the new vessels will be covered in an operating- 
differential subsidy agreement that runs for a substantial period of 
years, approaching as nearly as may be practicable, the 20-year statu- 
tory limit on the term of such an agreement. 

However, as the law now stands, some operators find themselves 
facing the following alternatives: First, to put the new vessels in the 
existing operating-differential subsidy agreement which may have 
only a few years to run; second, to execute a new agreement to cover 
both the new vessels and the old ones that continue in service; or 
third, to cover the new vessels by a separate contract and continue 
the old vessels under the existing contract, with separate accounting 
for each contract. 

The first of these alternatives is unsatisfactory because the new ves- 
sels, which involve a very heavy investment, are covered in a contract 
that runs for a relatively short period. Financing the construction of 
these vessels would be difficult if not impossible, unless they were 
financed under title V of the 1936 act. 

The second alternative gives the operator a longer contract period 
for his new vessels, but terminates the current operating-differential 
subsidy agreement, thus cutting short the current 10-year recapture 
period. Obviously, this can be a great financial disadvantage to an 
operator who has experienced the prosperous part of the cycle of oper- 
ating in the early years of the recapture period, but may experience 
the low point in the cycle before the recapture period ends. 

It is this condition that H. R. 4118 is intended to cure, by providing 
that the 10-year recapture period shall continue even under consecu- 
tive contracts. 

At present there are no operators with concurrent operating-differ- 
ential subsidy agreements, so the third alternative does not now exist. 
However, the Federal Maritime Board at the request of the industry 
is giving consideration to a system of concurrent contracts, with con- 
solidated accounting, so that an operator, if he desires, may replace 
his vessels by trade routes, thus providing a = contract term 
for each group of ships replaced, instead of a 20-year term for the 
first group, and shorter terms for groups of sien built thereafter. 

We have contended that this procedure is not only practicable but 
virtually essential to a successful replacement program. This ar- 
rangement of concurrent contracts has not yet been specifically au- 
thorized by the Federal Maritime Board, but to insure that such con- 
tracts would not be excluded from the provisions of H. R. 4118 it is 
recommended that the bill be amended to provide that the basic 
10-year recapture period shall apply to concurrent contracts as well 
as to single or to consecutive contracts. 








48 MERCHANT MARINE LEGISLATION 


To accomplish this change we suggest that the words ‘ ‘or concur- 
rent contracts” be inserted before the parentheses in line 8 of page 1 
and before the word “and” in line 21 of page 2 of H. R. 4118. 

The CuatrmMan. Does the Maritime Board have any objection to 
these additional words? 

Mr. Morse. We would like to study it a little bit and supply our 
report this week. 

The Cuatrman. They will do that. 

Mr. Gizons. H. R. 4118 is somewhat unique in that ever yone who 
has considered it seems to favor its adoption. As indicated in House 
Report No. 842, 84th Congress, Ist session, the Department of Com- 
merce, by letter dated May 27, 1955, and the Comptroller General, 
by letter dated May 4, 1955, recommended favorable consideration 
of the bill. 

The Committee on Merchant Marine and Fisheries of the House 
of Representatives reported favorably on H. R. 41 ’ and the bill was 

yassed by the House of Representatives on July 5, 1955. 

On behalf of the Committee of American Siiatenile Lines, I wish 
to thank you sincerely for this opportunity and to urge your favorable 
consideration of H. R. 4118, amended as we have suggested. 

The CuarrMan. It seems to me, Mr. Morse, that Mr. Gibbons did 
bring up a point there that probably wouldn't jeopardize the bill at 
all and might cover something that you might want to do in the 
future. 

So if we could get in some comments as soon as possible from the 
Maritime Board—because I would like to get this bill out; we might 
run a little short of time—we would like to have it. 

Mr. Morse. May we have to and including Wednesday ? 

The CHarrman. Yes, surely. Thank you, Mr. Gibbons. 

(Thereupon, the committee proceeded to the consideration of other 
business. ) 

(The comments of the Maritime Administration are as follows:) 

UNITED STATES DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
March 16, 1956. 
Re: H. R. 4118—Amendment of section 606 (5) of Merchant Marine Act, 1936, 
as amended 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 

Dear Mr. CHAIRMAN: At the hearing before ycur Subcommittee on Merchant 
Marine and Fisheries, March 12, 1956, on H. R. 4118, you requested the comments 
of the Maritime Administration relative to the amendment to that bill urged 
by C. D. Gibbons, chairman, finance subcommittee, of the committee of American 
steamship lines in his testimony. He suggested the insertion of the words “or 
concurrent contracts” before the parenthesis in line 8 of page 1 and before the 
word “and” in line 21 of page 2 of H. R. 4118. 

If the term “concurrent contracts” is intended to cover only contracts with 
the same operator beginning and expiring on the same dates, no particular prob- 
lem would arise from such amendment. Here the recapture periods would be 
coterminous. However, if the term “concurrent contracts” is intended to cover 
all operating-differential subsidy contracts with a single operator that may at 
any time be outstanding regardless of beginning and terminating dates, then 
complete confusion would result from such an amendment. If consolidated 
accounting of separate contracts is permitted, a serious question will arise as to 
when a 10-year recapture period ends. What date would control? If there can 
be no consolidated accounting, the proposed amendment would serve no useful 
purpose and only lead to misunderstanding and confusion. 
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The Comptroller General has pending before him for consideration a request 
of the Maritime Administration for an opinion as to whether separate contracts 
may be consolidated for accounting purposes. Accordingly, until this question 
is resolved, it would seem premature, at least, to adopt the proposed amendment. 

The Maritime Administration recommends against the proposed amendment. 

Sincerely yours, 


CLARENCE G. Morsk, 
Maritime Administrator. 


UNITED STATES DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Washington 25, D. C., March 23, 1956. 
Re: H. R. 4118—Amendment of section 606 (5) of Merchant Marine Act, 1936, 
as amended 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 


DEAR Mr. CHAIRMAN: We refer to our letter of March 16, 1956, in which we 
commented upon the amendment to the captioned act urged by Mr. C. D. Gibbons, 
chairman, finance subcommittee of the committee of ‘America steamship lines. 

In our letter we advised that the Comptroller General had pending before him 
for consideration a request of this agency for an opinion as to whether separate 
contracts may be consolidated for accounting purposes. We now wish to advise 
that we have received a reply (B—125235) under date of March 16, 1956, from 
the Comptroller General of the United States which advises that consolidation 
of separate contracts for accounting purposes would not be legal under the provi- 
sions of title VI of the Merchant Marine Act of 1936. 

In view of the Comptroller General’s opinion, the amendment proposed by Mr. 
Gibbons would appear to be entirely improper. 

Sincerely yours, 
CLARENCE G. MORSE, 
Maritime Administrator. 














8 
5 
2 


MERCHANT MARINE LEGISLATION 


TUESDAY, MARCH 13, 1956 


Unirep Srares SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON Mercuantr MARINE AND FIsHERIES, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10:08 a. m., in room 
G-16, United States Capitol, the Honorable Warren G. Magnuson 
(Chairman), presiding. 

Present: Senator Magnuson (Chairman). 

Also present: Harold I. Baynton, Acting Committee Counsel, and 
A. J. Bourbon, Professional Staff Member. 

The CuarrmMan. The next bill, S. 2709, is to provide a standby auth- 
ority for priorities in transportation by merchant vessels in the inter- 
est of national defense, and for other purposes. 

(S. 2709 is as follows :) 


[S. 2709, 84th Cong., 1st sess.] 


A BILL To provide for standby authority for priorities in transportation by merchant 
vessels in the interest of national defense, and for other purposes 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Standby 
Ship Warrants Act”. 

Sec. 2. (a) It is the purpose of this Act to provide the President with authority 
on a standby basis to be put into effect, whenever he finds it necessary, to carry 
out the obligations of the United States in connection with programs of inter- 
national control of shipping, if and when such programs are required to combat 
aggression, or when he finds it necessary to the security of the national defense. 

(b) This act shall become effective whenever the President finds and proclaims 
that it is necessary in order to carry out the purpose expressed in subsection (a). 
Whenever this Act is put into operation, its operation shall terminate upon proc- 
lamation by the President to that effect, or as the Congress by concurrent resolu- 
tion may provide. 

Sec. 3. In order to meet promptly and effectively the requirements of military 
and other programs, to provide for and promote the security of the United States 
and that of allied or associated nations, the President may, whenever this Act has 
been proclaimed to be in operation, and he deems it to be in the interest of na- 
tional security or the maintenance of essential supplies and services, prescribe 
regulations, as hereinafter provided, for the issuance and revocation of warrants 
and governing the use of shore facilities referred to herein with respect to any 
vessel using or seeking to use such facilities. 

Sec. 4. (a) The regulations authorized to be prescribed by this Act shall be 
such as the President determines to be necessary or appropriate in furthering 
the purpose of this Act, and may provide for undertakings with respect to the 
trade in which such vessels shall be employed, the voyages that such vessels 
shall undertake, the passengers or cargo to be carried, the fair and reasonable 
maximum rates of charter hire or equivalent, the fair and reasonable maximum 
transportation charges for cargo or passengers, and such other incidental and 
supplementary matters, including terms and conditions with respect to the use 
of the vessel and the transportation of cargo or passengers, as may be necessary 
or expedient to effectuate the purposes of this Act: Provided, That there shall 
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be no unjust discrimination between persons or ports of the United States. In 
determining the “fair and reasonable maximum rate of charter hire or equiva- 
lent” and the “fair and reasonable maximum transportation charges,” the 
President shall give due consideration to the principles of valuation under section 
902 of the Merchant Marine Act of 1936, as amended. 

(b) The regulations and warrants to be issued pursuant to this Act and the 
applications for such warrants shall be in such form as the President shall pre- 
scribe. 

(c) In considering applications for warrants the President may consider, 
among other relevant factors, the origin and previous operating history of the 
vessel, the price, terms, and circumstances under which the vessel may have 
been sold or transferred, the operating practices of the applicant, and whether 
the issuance of a warrant would aid in carrying out the purposes and objectives 
of the Act. 

Sec. 5. (a) The regulations authorized to be issued under this Act may provide 
that, from and after the date fixed in such regulations, no vessel not holding a 
warrant as provided in this Act and the regulations, shall be entitled to or be 
afforded the use of all or any of the shore facilities referred to herein. Such reg- 
ulations may be made applicable to the use of any facility for loading, dis- 
charging, lightering, or storage of cargo, any facility for the furnishing of oil, 
coal, or other fuel, supplies, stores, or food, or any facility for the overhauling, 
drydocking, reconditioning or repair of vessels. The President may except from 
such regulations vessels or classes or types of vessels, the control of which he de- 
termines not to be required for the purposes of this Act. 

(b) Vessels shall have such priority among themselves with respect to the use 
of said facilities as the President shall determine to be necessary or advisable in 
the interest of national defense or other programs in support of the security of 
the United States and that of allied or associated nations. 

Sec. 6. Persons in the United States and its Territories and possessions, or 
other places subject to the jurisdiction of the United States, who shall be in the 
business, or otherwise capable, of furnishing any of the above-mentioned services 
shall, under regulations prescribed under this Act, grant such priorities or with- 
hold the use of said facilities, anvthing in any contract, whether heretofore or 
hereafter made, to the contrary notwithstanding. 

Sec. 7. It shall be the policy of the United States that the authority granted 
herein shall be coordinated with the use of similar authority by allied or 
associated nations. 

Sec. 8. The term “person” as used in this Act shall include a corporation, 
partnership, association, joint stock company, joint venturer, or any entity 
capable of entering into a contract. 

Sec. 9. Nothing in this Act shall be interpreted or employed to require the 
owner or charterer of a vessel to relinquish or transfer the manning, victualing, 
supplying, storing, fueling, maintaining, or repairing of his vessel to any other 
person or persons, 

Sec. 10. (a) Nothing in this Act shall be deemed to alter, amend, or repeal 
any of the coastwise laws of the United States, nor to impair or affect in any 
manner the authority of the President under the Defense Production Act of 
September 8, 1950 (Public Law 774, Eighty-first Congress). 

(b) If any provision of this Act or the application of such provision to any 
person or circumstances shall be held invalid, the remainder of the Act, and 
the application of such provision to persons or circumstances other than those 
as to which it is held invalid, shall not be affected thereby. 

Sec. 11. The President may delegate the power and authority conferred upon 
him by this Act (except the issuance and proclamations provided for hereunder) 
to the Secretary of Commerce and may authorize the Secretary of Commerce 
to redelegate any or all such authority to the Administrator of the Maritime 
Administration with authority to make such redelegations to other officers and 
employees of the Maritime Administration or the Federal Maritime Board as 
he may deem appropriate. The President may, in such delegation or otherwise 
provide for the coordination of any program undertaken under this Act with 
other related programs of the Government, including provisions for consultation 
with such other officers of the executive branch of the Government as the Presi- 
dent may determine to be necessary. 

Sec. 12. The functions ‘exercised under this Act shall be excluded from the 
operation of the Administrative procedure Act as amended, except as to the 
requirements of section 3 thereof, 
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Sec. 13. Whoever willfully violates any rule, regulation, or order issued under 
the authority conferred herein, or refuses or fails to grant or accede to priorities 
provided for herein, or grants the use of facilities or furnishes supplies or 
services to vessel not entitled thereto, or violates this Act in any other manner, 
shall be punished by a fine of not more than $10,000 or by imprisonment of 
not more than two years, or both. The district courts of the United States, the 
District Court of the Canal Zone, and the United States courts of any Territory 
or other place subject to the jurisdiction of the United States shall have juris- 
diction over offenses committed against the provisions of this Act within the 
respective territorial jurisdiction of said courts. 

Sec. 14. No person shall be held liable for damages or penalties for any act 
or failure to act resulting directly or indirectly from his compliance with a rule, 
regulation, or order issued pursuant to this Act, notwithstanding that any 
such rule, regulation, or order shall thereafter be declared by judicial or other 
competent. authority to be invalid. 

The Cuarrman. I think you can tell us briefly about this bill and 
put your statement in the record. This is one that the Maritime 
Administration suggested, is it not? 

Mr. Mcrse. Yes, sir, we are interested in this bill. It gives standby 
authority in case of national emergency to reinstate the ship war 
activities which we had available to us in World War IL. 

I suggest that I read the first four pages, which generally detail 
what. it “aecomplishes. 

The CHatrmMan. Very well. 


STATEMENT OF CLARENCE G. MORSE, MARITIME ADMINISTRATOR 


Mr. Morse. The bill S. 2709 is entitled, “To provide for standby 
authority for priorities in transportation by merchant vessels in the 
interest. of national defense, and for other purposes.” It would pro- 
vide the President with authority on a standby basis to be put into 
effect whenever he deems it necessary to carry out the obligations 
of the United States in connection with programs of international 
control of shipping, when such programs are required to combat 
aggression, or whenever he finds 1t necessary to the security of the 
national defense. 

The CHAIRMAN, In that case, for the record, we have cooperated 
and entered into plans for such programs ¢ 

Mr. Morse. We have in the past. 

The Cuarrman. Aren’t some of them still in existence ? 

Mr. Morse. Yes, sir. NATO. 

The CHairman. NATO has some. . 

Mr. Morse. The act will become effective whenever the President 
finds and proclaims that it is necessary in order to carry out these 
purposes. Operation of the act shall terminate upon proclamation 
of the President to that effect, or as Congress by concurrent. resolu- 
tion may provide. 

The bill provides that, whenever the President proclaims the act 
to be in operation and he deems it to be in the interest of national 
security or the maintenance of essential supplies and services, the 
President may prescribe regulations for the issuance and revocation 
of warrants and governing the use of shore facilities under the act 
with respect to any vessel using or seeking to use such facilities. 
The objective of prescribing such regulations would be to meet 
promptly and effectively the requirements of military and other pro- 
grams, and to provide ‘for and promote the security of the United 
States and that of allied or associate nations. 
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The system of warrants for merchant vessels under the act is de- 
signed to enforce priorities in congested ports to those vessels of 
greater importance to our national security, to secure the maximum 
economic use of available vessels and shore facilities, to prevent the 
waste of scarce materials in servicing vessels which might be engaged 
in activities harmful or less essential to the interest and programs 
of the United States, and to prevent unreasonable increases in charter 
hire and freight rates for ocean transportation. Such coordination 
in time of war or active mobilization is of high critical importance 
to the United States and to its allies or associates who will be exer- 
cising similar controls in the event that coordinated efforts of nations 
become necessary. Under the bill, vessels desiring to use the shore 
and port facilities of this country would be required to secure a war- 
rant or similar document as a condition to the use of such facilities. 
The use of shore facilities would be prohibited to any vessel not having 
such a warrant. 

As a condition on the receipt of a warrant, the vessel operator 
would be required to enter into undertakings with respect to the trade 
in which the vessels of the operator are employed, the voyages under- 
taken thereby, the passengers or cargoes to be carried, and to abide 
by fair and reasonable maximum charter and transportation charges. 
In determining such rates and charges the President is directed to 
give due consideration to the valuation principles prescribed in sec- 
tion 902 of the Merchant Marine Act, 1936, as amended. A breach of 
any undertaking would subject the operator to the forfeiture of his 
warrant and thereby the loss of port and shore facilities. 

In considering applications for warrants, the President is author- 
ized to consider certain circumstances, including the origin and 
previous operating history of the vessel, the price and terms upon 
which the vessel may have been sold or transferred, as well as the 
operating practices of the applicant. Such provision for withholding 
of warrants in cases where there is a history of failure to assist the 
Government or of activities hampering the Government’s programs 
and objectives, has the objective of securing the most tonnage for 
services contributing to the purposes of the act. 

The regulations under the act may be made applicable to the use 
of any facilities for loading, discharging, lightering, or storage of 
cargo, any facilities for the furnishing of oil, coal, or other fuel, 
supplies, stores, 6r food, or any facility for the overhauling, drydock- 
ing, reconditioning, or repair of vessels. The President may except 
from the regulations types of vessels the control of which he deter- 
mines not to be required for the purposes of the act. 

The proposed standby system of ship warrants is not new or untried 
but is based upon previous experience in World War II under Public 
Law 173, 77th Congress, approved July 14, 1941, 55 Stat. 591, and 
repealed July 25, 1947, 61 Stat. 449. The bill is strengthened in the 
light of certain shortcomings of the World War IT law, which were 
met by administrative action and which should be incorporated in 
the frame of the legislation. 

In any emergency period requiring mobilization of the nation’s 
shipping and other resources involving great acceleration of the use 
of supply and repair facilities for shipping, iv will be subject to 
congestion and strain. In such times it will be vitally important to 
carefully control the use of vessels in the movement of cargoes. 
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The international character of shipping makes special provisions 
of law desirable in order to prevent deterioration in the situation of 
our country and any allied or associated countries. To have statutory 
authority available will have the ultimate advantage of securing for 
the United States and cooperating nations the use of tonnage from 
the world’s supply. The existing large Government-owned reserve 
fleet of merchant vessels is now 10 to 15 years old and is not in itself 
a guaranty of national safety so far as shipping facilities in time 
of war or defense emergency are concerned. No matter how well 
maintained a reserve fleet may be it takes at least some days to move 
it into operation. Tonnage and control of operating tonnage will 
be immediately vital in the event of attack which, it must be assumed, 
will be sudden and sweeping in scope. 

The bill contains several sections of a supplementary or adminis- 
trative character which will be noted section by section. 

Section 5 provides that operators of listed facilities in the United 
States and places within its jurisdiction shall be governed by the regu- 
lations regardless of existing contracts. 

Section 7 provides that it shall be the policy of the United States to 
coordinate the authority. granted by the act with the exercise of 
similar authority by allied or associated nations. 

Section 8 defines the word “person” so as to include any entity 
capable of entering into a contract. 

Section 9 is an interpretation provision to prevent the imposition 
of any condition that a vessel owner relinquish the care and supply 
of his vessel to any other person. 

Section 10 is designed to preserve the coastwise laws of the United 
States from modification, but does not exempt vessels engaged in 
coastwise trade from the provisions of the act. This section also 
provides that the act is in no way to affect authority already granted 
by the Defense Production Act—extended in part until June 30, 1956. 
A severability clause is included. 

Section 11 authorizes the President to delegate any power and 
authority conferred on him by the act—except the issuance of procla- 
mations—to the Secretary of Commerce, and may authorize redelega- 
tion of such authority by the Secretary of Commerce to the Maritime 
Administrator with authority to make further redelegations to em- 
ployees of the Maritime Administration or the Federal Maritime 
Board. Provision is also made for interdepartmental coordination in 
carrying out programs under the act in relation to other programs of 
the Government. 

Section 12 exempts the functions exercised under the act from the 
requirements of the Administrative Procedure Act—except as to sec- 
tion 3 thereof, which contains requirements as to notice to the public, 
and provides also that no secret matter need be published. 

Section 12 or 13 provides penalties for violation of the act, the 
regulations, or orders issued, with a maximum penalty of $10,000 fine 
and 2 years’ imprisonment. United States courts having territorial 
jurisdiction are given jurisdiction over offenses. 

Section 14 relieves persons who comply with rules, regulations, or 
orders issued under the act from damages or penalties resulting from 
compliance, notwithstanding that such rule, regulation, or order may 
be declared invalid by judicial or other competent authority. 








56 MERCHANT MARINE LEGISLATION 


The Department recommends early consideration and enactment of 
this legislation. In addition to being an important standby authority 
as part of the readiness program in the interest of security, the legis- 
lation is desirable to meet the commitments on the part of the United 
States for exercising this authority in coordination with authority 
already adopted by various member nations of the North Atlantic 
Treaty Organization in the event that coordinated efforts of these 
nations become necessary. 

The Crairman. That is practically the same authority we had 
before ? 

Mr. Morse. Yes, sir. 

The Cuatrman. Mr. Williamson, do you want to testify / 


STATEMENT OF HUGH S. WILLIAMSON, VICE PRESIDENT, 
ASSOCIATION OF AMERICAN SHIP OWNERS 


Mr. Witrramson. I have a statement to submit on behalf of the 
American Ship Owners. 

The CHairMan. Have you read the terms in the bill ? 

Mr. Wittiamson. Yes, sir; I have. We have an analysis of them. 
We think it provides for powers that are already covered in another 
agency, and also we regret that it contains no basis on which a party 
affected could have a hearing or review, which has been common to 
legislation of this sort and is contained in our present production bill. 
We think that is a fatal lack in the bill itself. 

The Cratrman. I think we all understand this bill. We are all 
trying to do the same thing. It is just a question of the wording of 
the bill and terms. 

I wish you would submit for the record the changes that you sug- 
gest. 

Mr. Wittramson. I have furnished that statement to the commit- 
tee. I would appreciate it if it would be put in the record in full. 

The Cuarrman. That will be done. 

(The statement is as follows:) 


STATEMENT OF HucuH S. WILLIAMSON, VICE PRESIDENT ASSOCTATION OF AMERICAN 
Sure OWNERS BEFORE THE MERCHANT MARINE AND FISHERIES SUBCOMMITTEE 
OF THE SENATE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE MARCH 
12, 1956, RE S. 2709 


My name is Hugh §S. Williamson. I am an attorney at law and vice president 
of the Association of American Ship Qwners, which has offices at 76 Beaver 
Street, New York, N. Y., and 1016 Sixteenth Street NW., Washington, D. C. 

The companies that we represent believe firmly in the principles of free 
enterprise but at the same time during an emergency they do not oppose such 
economic controls over Shipping as can be shown to be reasonable and neces- 
sary in the national interest. We have two major objections to this bill: 

1. Adequate priority powers already exist, and 

2. The bill does not contain the customary safeguards Congress normally 
provides for price controls. 


THE BILL ANALYZED 


The controls that are proposed in this bill are very sweeping in their nature. 
If the bill were to become law in its present form, it would be illegal for a 
vessel without a warrant to use any facility (1) for loading, discharging, lighter- 
ing, or storage of cargo; (2) for the furnishing of oil, coal, or other fuel, sup- 
plies, stores, or food; or (3) for the overhauling, drydocking, reconditioning or 
repair of vessels. 
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Thus under this bill a “warrant” would be much more than a device to regu- 
late and assure necessary priorities. It would be equivalent to a license that 
would be necessary before the owner could use the ship at all. 

Furthermore, it would be illegal under the bill for any third person to grant 
to a vessel without a warrant the right to use any of the foregoing facilities 
or even to furnish any food or supplies and those who did so would be subject 
to the criminal penalties of fine and imprisonment. And this would be so 
even though the owner of the facility might also be the owner of the vessel. 

In order to obtain a warrant or license necessary to operate his ship, a ship- 
owner would be required, under the terms of the bill, to enter into undertakings 
with respect to: 

1. the trades or routes in which such vessels shall be employed, 

2. the voyages such vessel shall undertake, 

3. the passengers or cargo to be carried, 

4. the fair and reasonable maximum rate of charter hire or equivalent, 

5. the fair and reasonable maximum transportation charges for cargo or 
passengers, and 

6. Such incidental and supplementary matters, including such terms and 
conditions with respect to the use of the vessel and the transportation of cargo 
or passengers as may be necessary or expedient to effectuate the purposes of 
the bill. 

Thus before a shipowner could dock his vessel or put food or fuel aboard, 
he would have to agree to accept such regulations as might later be imposed 
upon him. He could not conduct the vessel’s business unless in advance he 
agreed to give up as much control over the use of his property as administra- 
tive authorities might from time to time require and, in addition, to permit 
the administrative authorities to specify just what his compensation is to be. 

The bill also contains two very unusual provisions. One of them in section 7 
states that “it shall be the policy of the United States that the authority granted 
herein shall be coordinated with the use of similar authority by allied or asso- 
ciated nations.” If that means what it appears to mean, Congress is in effect 
being asked to delegate to unnamed allied or associated nations the right to 
establish policies to guide the administration of our own regulatory control over 
American shipping—policies which we ourselves ought to establish. 

The second unusual provision is contained in section 4 (¢), which would pro 
vide that in considering applications for warrants the President may consider, 
among other relevant factors: 

1. The origin and previous operating history of the vessel; 

2. The price, terms, and circumstances under which the vessel may have been 
sold or transferred ; 

3. The operating practices of the applicant; and 

4. Whether the issuance of a warrant would aid in carrying out the purposes 
and objectives of the act. 

That language suggests that the administrative officer to Whom the President 
would delegate his authority under the bill would have the power of life or death 
over the businesses of the shipowners. He could withhold warrants for any one 
of a number of vague reasons. Before any such complete and arbitrary power 
is granted, should we not know just what factors in a vessel’s origin or operating 
history should exclude it from a warrant? Should we not know what features 
of a vessel’s purchase price should be disqualifying? Should we not know what 
features of an applicant’s operating practices should justify denial of his right 
to do business ? 

Only when the objectives of section 4 (c) are frankly disclosed will if be pos- 
sible to judge whether they are reasonable, and only then will it be possible to 
define the necessary standards to protect American citizens against the possible 
arbitrary and discriminatory abuse of undefined power. 

In addition to these vague and novel provisions, section 12 exempts all of the 
procedural and review provisions of the Administrative Procedure Act. The 
only provision of that statute that would apply would be section 3, which simply 
requires publication in the Federal Register of rules or regulations that are 
promulgated, 

The whole general scheme of control proposed in this bill seems to be based 
on quite a different philosophy than underlies the plan adopted for industry 
generally in the Defense Production Act, 1950. That statute, during a specified 
period of time, authorized priorities and price control, but the power to assign 
priorities is there segregated in one title and the price-control provisions are 
there segregated in another. The two are kept separate and distinct, even to 
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the penal provisions. Violations of the priority requirements are punishable as 
such and violations of the price control provisions involve sanctions under a 
different section. Proposals for price control enforcement through a system of 
revocable licenses applicable to industry generally were rejected by the Senate 
and House Banking and Currency Committees. 

The ship warrants bill, unlike the Defense Production Act, is of indefinite 
duration, and it scrambles up the price and priority powers in such a way that 
the very right to do business becomes the sanction to compel submission to the 
dictates of administrative officials. Since the powers sought and the sanctions 
for their enforcement are so absolute, we ask in all earnestness, are they neces- 
sary, are they fair, and are they reasonable? 


PRESENT SHIPPING PRIORITIES POWERS 


Very broad priorities and allocations powers, applicable to industry generally, 
are contained in section 101 of the Defense Production Act, 1950. Under that 
statute the President is authorized (1) to require that performance under neces- 
sary defense contracts or orders have priority over other priorities or orders, 
and (2) to allocate materials and facilities as necessary or appropriate for 
defense. 

The President's powers under that section, insofar as they relate to trans- 
portation and storage, have been delegated to and divided among the Interstate 
Commerce Commission and the Secretary of Commerce (Executive Order 10219, 
Feb. 28, 1951, 16 Fed. Reg. 1983). Thereunder the Secretary is required among 
other things: 

1. To study the requirements for and supply of available foreign and domestic 
merchant vessels; 

2. To formulate and execute plans for reactivating reserve fleet vessels and 
for the requisition, purchase, charter, operation, maintenance and repair of 
cceangoing vessels; 

3. To allocate vessels as required; 

4. To schedule cargo movements; administer priorities for cargoes ; and 

5. To act as claimant for materials and manpower for construction, operation, 
inaintenance and repair of ships. 

The very broad priorities powers delegated by the President to the Secretary 
of Commerce have been redelegated through the Under Secretary for Trans- 
portation and the Maritime Administrator to the National Shipping Authority. 
Those priority and allocations powers are fully as extensive as in the pending 
bill, so it seems to follow that the bill’s passage cannot be justitied on the ground 
that further priority power is required. 


PROTECTION OF INDIVIDUAL RIGHTS 


An important constitutional guaranty is that private property cannot be taken 
for public use without payment of just compensation. Without that assurance, 
investors would be most reluctant to invest private capital in essential industries 
because of the constant possibility of Government confiscation. 

This bill proposes a system for shipping under which the Government would 
direct just where ships would go, what they would carry, and what their com- 
pensation would be. It seems impossible as a practical matter to distinguish 
that situation from out-and-out seizure. The Government has full control in 
both instances. In one case it is called “regulation” and in the other “requisi- 
tion” but the practical effect is the same. 

So far as the rights and remedies of the shipowner are concerned, however, 
there is a substantial difference. In the case of requisition, the owner has his 
administrative and judicial remedies for just compensation. In the case of 
regulation under a warrant system, the owner must agree to accept the Govern- 
ment-prescribed rates without any procedure or review to determine whether 
they are in fact “fair and reasonable.” 

The proceedings of regulatory agencies generally are subject to the provisions 
of the Administrative Procedure Act. That act was enacted in 1946 to establish 
basic procedural principles to be observed in carrying out the quasi-legislative 
and quasi-judicial functions of such agencies. These principles included notice, 
an opportunity to be heard, a record of the proceedings, and a right of appeal to 
the courts. Such an appeal embraces such questions as whether the admin- 
istrative decision has been arbitrary, capricious, or an abuse of discretion, 
whether it was unconstitutional or in excess of statutory authority, and whether 
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it was unwarranted by the facts, unsupported by substantial evidence or made 
without observance of the required procedure. 

Section 12 of the bill expressly exempts the administrators of the proposed 
warrants system from all of the provisions of the Administrative Proceaure Act 
except section 3 thereof, which simply requires publication of regulations in the 
Federal Register. Thus there would be no requirement of notice or hearing, 
and owners would be deprived of their right of appeal from illegal, arbitrary and 
capricious action. In other words, an owner of a warranted vessel is shorn of all 
protection against confiscatory rates. 

The Defense Production Act contains quite elaborate provisions for the pro- 
tection of procedural rights, including rights of appeal. It is true that the 
procedural provisions of that statute are in lieu of those contained in the Admin- 
istrative Procedure Act, but the Defense Production Act does contain statutory 
standards to be observed in its administration and in the right of appeal from 
arbitrary regulations. It certainly seems unreasonable and discriminatory to 
deny shipowners less protection from the abuse of administrative powers than 
the protection afforded industry generally. 


CONCLUSION 


In conclusion, we submit that the Government now has full priorities and 
allocations power. It therefore would be both unreasonable and unnecessary to 
enact this bill. Our objection to it goes deeper, however, because the bill, although 
advocated as a regulatory measure, would grant extraordinary police power under 
which an owner could arbitrarily be denied a warrant and the resultant right 
to do business. And even when a warrant is granted, he would have the single 
choice of going out of business or operating his ships exactly as and where he is 
told and for whatever compensation is decreed. In addition, he would not be 
afforded the right to a hearing or an appeal to protect his individual rights. 

If it is felt that standby price control measures are necessary for American 
vessels, then we respectfully suggest that shipowners be accorded the same 
guiding standards, the same procedural safeguards, and the same judicial 
protection as other American property owners. It is certainly not conducive to 
investment in the American Merchant Marine to have shipowners singied out 
for such novel and discriminatory treatment as proposed in this Ship 
Warrants Act. 


The CxHarrman. There are also letters from the Department of 
Commerce, dated March 9, 1956, and March 14, 1956, recommending 
early enactment, with certain modification ; one from the Department 
of the Navy, dated March 10, 1956, endorsing the bill but offering 
two amendments; one from the Department of State, dated March 9, 
1956. favoring the objectives of the bill; one from the Department of 
the Treasury, dated March 13, 1956, offering no objection; from the 
Comptroller General, dated August 16, 1955, with no recommenda- 
tions; from the Secretary of the Interior, dated December 29, 1955, 
with no comments; and from the Panama Canal Co., dated March 9, 
1956, offering no comments. 

(The documents referred to above are as follows :) 


THE SECRETARY OF COMMERCE, 


Washington, D. C., March 9, 1956. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


DEAR MR. CHAIRMAN: This letter is in reply to your request of August 2, 1955, 
for the views of this Department with respect to S. 2709, a bill to provide for 
standby authority for priorities in transportation by merchant vessels in the 
interest of national defense. and for cther purposes. 

The bill would provide the President with authority on a standby basis to be 
put into effect whenever he deems it necessary to carry out the ob igations of the 
United States in connection with programs of international control of shipping, 
when such programs are required to combat aggression, or whenever he finds it 
necessary to the security of the national defense. The act will become effective 
whenever the President finds and proclaims that it is necessary in order to carry 
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out these purposes. Operation of the act shall terminate upon proclamation of 
the President to that effect, or as Congress by concurrent resolution may provide. 

The bill provides that, whenever the President proclaims the act to be in opera- 
tion and he deems it to be in the interest of national security or the maintenance 
of essential supplies and services, the President may prescribe regulations for the 
issuance and revocation of warrants and governing the use of shore facilities 
under the act with respect to any vessel using or seeking to use such facilities. 
The objective of prescribing such regulations would be to meet promptly and effec- 
tively the requirements of military and other programs, and to provide for and 
promote the security of the United States and that of allied or associate nations. 

The system of warrants for merchant vessels under the act is desirned to 
enforce priorities in congested ports to those vessels of greater importance 
to our national security, to secure the maximum economic use of available 
vessels and shore facilities, to prevent the waste of scarce materials and supplies 
in servicing vesse!s which might be engaged in activities harmful or less essential 
to the interest and programs of the United States, and to prevent unreason*ble 
increases in charter hire and freight rates for ocean transportation. Such 
coordination in time of war or active mobilization is of high critical importance 
to the United States and to its allies or associates who will be exercising similar 
controls in the event that coordinated efforts of nations become necessary. 
Under the bill, vessels desiring to use the shore and port facilities of this country 
would be required to secure a warrant or similar document as a condition to 
the use of such facilities. The use of shore facilities would be prohibited to 
any vessel not having such a warrant. 

As a condition on the receipt of a warrant, the vessel operator would be 
required to enter into undertakings with respect to the trade in which the 
vessels of the operator are employed, the voyages undertaken thereby, the 
pussengers or cargoes to be carried, and to abide by fair and reasonable maximum 
charter and transportation charges. In determining such rates and charges 
the President is directed to give due consideration to the valuation principles 
prescribed in section 902 of the Merchant Marine Act, 1936, as amended. A 
breach of any undertaking would subject the operator to the forfeiture of his 
warrant and thereby the loss of port and shore facilities. 

In considering applications for warrants, the President is authorized to con- 
sider certain circumstances, including the origin and previous operating bistory 
of the vessel, the price and terms upon which the vessel may have been sold 
or transferred, as well as the operating practices of the applicant. Such pro- 
vision for withholding of warrants in cases where there is a history of failure 
to assist the Government or of activities hampering the Government’s programs 
and objectives, has the objective of securing the most tonnage for services 
contributing to the purposes of the act. 

The regulations under the act may be made applicable to the use of any 
facilities for loading, discharging, lightering, or storage of cargo, any facilities 
for the furnishing of oil, coal, or other fuel, supplies, stores, or food, or any 
facility for the overhauling, drydocking, reconditioning, or repair of vessels. 
The President may except from the regulations tvpes of vessels the control 
of which he determines not to be required for the purposes of the act. 

The proposed standby system of ship warrants is not new or untried but 
is based upon previous experience in World War II under Public Low 173, 77th 
Congress, approved July 14, 1941 (55 Stat. 591), and repealed July 25, 1947 
(61 Stat. 449). The bill is strengthened in the light of certain shortcomings 
of the World War ITI law, which were met by administrative action and which 
should be incorporated in the frame of the legislation. 

In any emergency period requiring mobilization of the Nation’s shipping and 
other resources involving great acceleration of the use of supply and repair 
facilities for shipping, ports will be subject to congestion and strain. In such 
time it will be vitally imnortant to carefully control the use of vessels in the 
movement of cargoes. The international character of shipping makes snecial 
provisions of law desirable in order to prevent deterioration in the situation 
of our country and any allied or associated countries. To have statutorv 
authority available will have the ultimate advantage of securing for the United 
States and cooperating nations the use of tonnage from the world’s supply. 
The existing large Government-owned reserve fleet of merchant vessels is now 
10 to 15 years old and is not in itself a guaranty of national safety so far as 
shipping facilities in time of war or defense emergency are concerned. No 
matter how well maintained a reserve fleet may be it takes at least some days 
to move it into operation. Tonnage and control of operating tonnage will be 
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immediately vitai in the event of attack which, it must be assumed, will be 
sudden and sweeping in scope. 

The bill contains several sections of a supplementary or administrative charac- 
ter which will be noted section by section. 

Section 5 provides that operators of listed facilities in the United States 
and places within its jurisdiction shall be governed by the regulations regardless 
of existing contracts. 

Section 7 provides that it shall be the policy of the United States to coordinate 
the authority granted by the act with the exercise of similar authority by allied 
or associated nations. 

Section 8 defines the word “person” so as to include any entity capable of 
entering into a contract. 

Section 9 is an interpretation provision to prevent the imposition of any 
condition that a vessel owner relinquish the care and supply of his vessel to any 
other person. 

Section 10 is designed to preserve the coastwise laws of the United States 
from modification, but does not exempt vessels engaged in coastwise trade from 
the provisions of the act. This section also provides that the act is in no way 
to affect authority already granted by the Defense Production Act (extended 
in part until June 30, 1956). A severability clause is included. 

Section 11 authorizes the President to delegate any power and authority 
conferred on him by the act (except the issuance of proclamations) to the Secre- 
tary of Commerce, and may authorize redelegation of such authority by the 
Secretary of Commerce to the Maritime Administrator with authority to make 
further redelegations to employees of the Maritime Administration or the Federal 
Maritime Board. Provision is also made for interdepartmental coordination in 
carrying out programs under the act in relation to other programs of the 
Government. 

Section 12 exempts the functions exercised under the act from the require- 
ments of the Administrative Procedure Act (except as to section 3 thereof, 
which contains requirements as to notice to the public, and provides also that 
no secret matter need be published). 

Section 12 (section 13?) provides penalties for violation of the act, the regula- 
tions, or orders issued, with a maximum penalty of $10,000 fine and 2 years 
imprisonment. United States courts having territorial jurisdiction are given 
jurisdiction over offenses. 

Section 14 relieves persons who comply with rules, regulations, or orders issued 
under the act, from damages or penalties resulting from compliance, notwith- 
standing that such rule, regulation, or order may be declared invalid by judicial 
or other competent authority. 

The Department recommends early consideration and enactment of this legis. 
lation. In addition to being an important standby authority as part of the readi- 
ness program in the interest of security, the legislation is desirable to meet the 
commitments on the part of the United States for exercising this authority in 
coordination with authority already adopted by various member nations of the 
North Atlantic Treaty Organization, in the event that coordinated efforts of 
these nations become necessary. 

We have been advised by the Bureau of the Budget that it would interpose no 
objection to the submission of this report to your committee. 

Sincerely yours, 
SINCLAIR WEEKS, Secretary of Commerce. 


DEPARTMENT OF COMMERCE, 
OFFICE OF THE GENERAL COUNSEL, 
Washington 25, March 14, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 


DeaR Mr. CHAIRMAN: This is with reference to the report and testimony 
which this Department submitted to your committee on March 12, 1956, with 
respect to 8. 2709, a bill to provide for standby authority for priorities in trans- 
portation by merchant vessels in the interest of national defense, and for other 
purposes. 

Through a misunderstanding arising out of the urgency of this matter, the 
advice of the Bureau of the Budget included in our report was incorrectly given 
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We are advised that while there was no objection to the submission of our 
report and testimony to your committee, the Bureau of the Budget believes that 
section 11 of the proposed bill unduly restricts the power of presidential dele- 
gation and is opposed to limiting the President’s power in this matter. 

It would be appreciated if your committee were to bring this information to 
the attention of those concerned and include this letter in any printing of our 
report or testimony on this legislation. 

Sincerely yours, 
Harotp B. Corwin, 
Deputy General Counsel. 


DEPARTMENT OF THE Navy, 
OFFICE OF THE JUDGE ADVOCATE GENERAL, 
Washington 25, D. C., March 10, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 

My Dear Mr. CHAIRMAN: Your request for comment on the bill 8. 2709, “To 
provide for standby authority for priorities in transportation by merchant 
vessels in the interest of national defense, and for other purposes,” has been 
assigned to this Department by the Secretary of Defense for the preparation of 
a report thereon expressing the views of the Department of Defense. 

The purpose of this measure is to provide the President with standby author- 
ity to carry out the obligations of the United States in connection with programs 
of international control of shipping when such programs are required to combat 
aggression or when necessary to the security of the national defense. The bill 
would authorize the President to prescribe regulations for the issuance and re- 
vocation of warrants governing the use, by vessel owners and charterers, of shore 
facilities in this country. The regulations authorized by the bill may provide 
for undertakings with respect to the trade in which vessels shall be employed, 
voyages to be undertaken, passengers or cargo to be carried, rates of charter 
hire, transportation charges, and such other matters necessary to carry out the 
purposes of the act. Section 11 of the bill authorizes the President to delegate 
the powers conferred upon him to the Secretary of Commerce with the power 
to redelegate any or all of such authority to the Administrator of the Maritime 
Administration who likewise may redelegate to other officers and employees of 
the Maritime Administration or the Federal Maritime Board. 

The Department of Defense is in accord with the objectives of S. 2709 and 
recognizes that the exercise of such broad authority in wartime is essential to 
insure that our country’s shipyards, piers, and other shore facilities are utilized 
to the most effective advantage and in a manner conducive to the successful 
prosecution of the defense effort. 

However, it is conceivable that in wartime it would be desirable to assign 
functions related to international control of shipping to some agency other 
than the Maritime Administration. -It is believed that the powers of the Presi- 
dent in this regard should not be unduly restricted. Therefore, it is recom- 
mended that the bill provide for delegation in such manner as the President 
deems appropriate, rather than to a specific agency. Accordingly, it is recom- 
mended that the first sentence of section 11 be amended to read as follows: 

“Sec. 11. The President may delegate the power and authority conferred upon 
him by this act (except the issuance of proclamations provided for hereunder) 
in such manner as he deems appropriate.” 

Although the title of the bill describes it as providing standby authority for 
priorities in transportation by merchant vessels, the text of the bill describes 
the authority granted thereunder as being applicable to “any vessel” and to the 
“use of shore facilities.” Thus, if literally interpreted, the bill would empower 
the Secretary of Commerce, upon delegation of authority by the President, to 
establish priorities for naval vessels as well as commercial or merchant vessels 
and to control the use of all shore facilities, including naval shipyards. It is 
not believed that this result was intended by the proponent of the bill. The 
assumption of authority by another Government agency to establish priorities 
for conversion and repair work on naval vesse's would be incompatible with the 
provisions of section 2 of the act of March 5, 1948 (62 Stat. 67; 5 U. S. C. 423b), 
which provides, among other things, that the Chief of Naval Operations shall be 
responsib'e for the readiness and preparation for war of the operating forces. 
It is, therefore, recommended that the bill be amended by adding a new section, 
as follows: 








sh seca es 





5A Re ED 


ow Ouawwevw ”™ 


Bis Se: 3a acdsee. 


— we 
: 


+ 


MERCHANT MARINE LEGISLATION 63 


“Sec. 15. This act shall not apply to vessels, shipyards, terminals and other 
shore facilities under the exclusive jurisdiction and control of the Department 
of Defense.” 

Subject to the foregoing comments and recommendations, the Department of 
the Navy, on behalf of the Department of Defense, recommends the enactment 
of 8S. 2709. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report on S. 2709 to the 
Congress. 

Sincerely yours, 
Ira H. Nunn, Rear Admiral, USN, 
Judge Advocate General of the Navy 
(For the Secretary of the Navy). 


STATE DEPARTMENT, 
March 9, 1956. 
In reply refer to 
SH : 911.73/8-255. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear SENATOR Maanuson: Reference is made to your letter of August 2, 1955, 
and to the Department’s acknowledgment thereof of August 3, 1955, concerning 
S. 2709, “To provide for standby authority for priorities in transportation by 
merchant vessels in the interest of national defense and for other purposes.” 

The Department favors the objectives of the proposed legislation. 

The Department has been informed by the Bureau of the Budget that there is 
no objection to the submission of this report. 

Sincerely yours, 
Roperic L. O’Connor, 
Acting Assistant Secretary 
(For the Acting Secretary of State). 





TREASURY DEPARTMENT, 
Washington, March 138, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Commitice on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to the request of your committee 
for the views of the Treasury Department on 8. 2709, “To provide for standby 
authority for priorities in transportation by merchant vessels in the interest 
of national defense, and for other purposes.” 

The stated purpose of this bill is to provide the President with authority on 
a standby basis to be put into effect, whenever he finds it necessary, to carry out 
the obligations of the United States in connection with international programs 
for control of shipping, if and when such programs are required to combat aggres- 
sion, or when he finds it necessary to the security of the national defense. The 
bill would authorize the President to prescribe regulations for the issuance and 
revocation of warrants and for governing the use of certain shore facilities. 

This bill if enacted will set up a system of controls concurrent with and 
parallel to those exercised by the Coast Guard and the port-security program set 
up under the Magnuson Act. However, S. 2709 provides authority for the 
President to coordinate any program undertaken under this bill, if enacted, 
with other related programs of the Government. It is the view of the Treasury 
Department that there is no inherent conflict between present programs and 
that contemplated in this bill. 

The Treasury Department has no objection to the enactment of S. 2709. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
Davip W. KENDALL, 
Acting Secretary of the Treasury. 
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COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, August 16, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate 


DEAR Mk. CHAIRMAN: Reference is made to your communication of August 2, : 
1955, requesting such comments as we may care to offer concerning $8. 2709, 8 
entitled “A bill to provide for standby authority for priorities in transportation 
by merchant vessels in the interest of national defense, and for other purposes.” 

It is noted that the bill is similar to, and contains, many of the provisions 
formerly contained in Public Law 173, 77th Congress. approved July 14, 1941. 
However, in our work we have had little or no occasion to consider whether or 
not the legislation contained in Public Law 173 fulfilled the purposes for which 
it was enacted. Consequently, and since we have no particular information 
concerning the need or advisability of the legislation proposed in S. 2709, we 
have no recommendation to make concerning its enactment. 

Sincerely yours, 





JOSEPH CAMPBELL, 
Comptroller General of the United States. 


Unirep States DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., December 29, 1955. 
Jion. WARREN G. MaGNnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, 
Washington 25, D. C. 

My Dear Senator MaGnuson: Reference is made to your request for a report 
on 8. 2709, a bill ‘lo provide for standby authority for priorities in transporta- 
tion by merchant vessels in the interest of national defense, and for other pur- 
poses.” 

The bill does not appear to relate to any matter within the jurisdiction of 
this Department or to affect any matter upon which the Department would be 
in a position to give helpful intormation or advice. Accordingly, this Depart- 
ment has no comment to offer with respect to the merit of the purpose or provi- 
sions to the bill. 

I greatly appreciate your bringing this matter to my attention and welcome the 
opportunity to submit recommendations on any measure where the activities of 
the Department may possibly be involved, or where its experience may possibly 
be of value. 

Sincerely yours, 
WESLEY A. D’Ewart. 
Assistant Secretary of the Interior. 


PANAMA CANAL COMPANY, 
Washington, D. C., March 9, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Senator Macnuson: Reference is made to your request for a report on 
the bill S. 2709, “To provide for standby authority for priorities in transporta- 
tion by merchant vessels in the interest of national defense, and for other pur- 
poses.” : : : 

Among other things, the bill would provide the President with emergency au- 
thority to establish a priority system for the use by vessels of any facility for 
loading, discharging, lightering, or storage of cargo, any facility for the fur- 
nishing of oil, coal, or other fuel, supplies, stores, or food, or any facility for 
the overhauling, drydocking, reconditioning or repair of vessels. The Panama 
Canal Co., a corporate agency of the United States, owns and operates in the 
Canal Zone the types of facilities described in the bill. ; f 4 

~ Section 6 would provide that persons in the United States and its ‘Territories = 
and possessions, or other places subject to the jurisdiction of the United States, a 
who shall be in the business, or otherwise capable, of furnishing any of the above- 
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mentioned services Shall grant priorities or withhold use of facilities, as required 
by regulations prescribed under the act. The bill would apply to the Canal 
Zone. The similar Act of July 14, 1941 _ (ch. 297, 55 Stat. 591), as amended, 
which was repealed by the Act of July 25, 1947 (ch. 327, 61 Stat. 449), was in 
force in the Canal Zone during the World War II period. 

The Panama Canal Co. has no objection to favorable consideration of the 
proposed legislation. The bill would have no significant tiscal effects for this 
agency. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 

Sineerely yours, 
W. H. WuitTMan, Secretary. 


Mr. Morsr. May we have the opportunity, after we have read the 
statement of Mr. Williamson, to file a short reply 

The Crarman. Yes. 

Mr. Morse. We will do so by Friday of this week. (See letter from 
Secretary of Commerce.) 

The Cuarrman. I think on the terms here, we can work this matter 
out. We want to get this bill out if we can. I must say there is not 
the real rush on this one that there is on the other bills. We will have 
some time to work it out with the operators. 

The hearings will be recessed on these matters. 

Tomorrow, for the benefit of those here, we will take up S. 1833, 
which is the just compensation matter in War Risk Insurance, and 

S. 3113. This isthe old one. It removes certain restrictions on ships 
purchased before the Ship Sales Act. It amends 9 (c) (2). 
In the afternoon I hope to bring up—this is very important— 
293 and S. 3224, which deal with the revolvi ing fund. Those will c 
an three on the agenda tomorrow. We might cover them in the 
morning. 

The committee stands adjourned. 

(Thereupon, at 12:03 p. m., the subcommittee was adjourned, to 
reconvene at 10 a. m., Tuesday, March 13, 1956.) 

Subsequent to the hearing, a statement was received from the 
American Merchant Marine Institute, Inc.. dated March 20, 1956, 
as follows:) 


AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington 6, D. C., March 20, 1956. 


Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C, 


DraR SENATOR MaGnuson: The American Merchant Marine Institute, Inc., 
does not oppose the principle of providing standby legislation which can be util- 
ized when necessary in a national emergency. S. 2709, however, we sincerely 
believe, goes far beyond any requirements which can be justified, not only as 
to timing, but also in scope of application. Furthermore, the bill permits no 
adequate redress from unreasonable bureaucratic administration. We there- 
fore do not favor its enactment at this time. 

The bill before you is much more comprehensive than the original warrant 
law (Public Law 1738) which was passed in 1941 during a period of national 
emergency when we were approaching involvement in World War II and the 
hard-pressed allied nations were desperate for ocean transportation. That law 
was entirely adequate. 

Fundamentally, our objections are addressed to the possibility of much greater 
governmental control in a situation where there could be far less justification 
for its imposition. 

As was pointed out at the hearings on S. 1221 in 1951, the proposal for standby 
legislation includes such broad powers through the use of ship warrants that for 
all practical purposes both American- and foreign-flag vessels would be subject 
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to controls equal to requisition. The all-inclusive provisions of S. 2709 grant 
authority which could be virtually the equivalent of requisition. 

We believe Congress should consider the following: 

1. It has been recognized that the Government now has adequate controls 
over American-flag vessels. Does the need to control foreign-flag tonnage justify 
the imposition of greater control over both classes of vessels? 

2. Our present law permits requisition of American vessels in times of national 
emergency. Should a law be passed at this time which permits virtual requisi- 
tion at any time the President determines he has obligations under. international 
agreements for control of shipping? 

8. S. 2709 directs that in fixing charter hire and transportation charges, the 
President, or the Secretary of Commerce, as his delegated agent, shall “give due 
consideration to the principles of valuation under section 902 of the Merchant 
Marine Act of 1936, as amended.” As an ultimate result, we fully agree that 
“just compensation” is the only measure to be used when national interest re- 
quires the use of shipping. 

It must be noted, however, that in the case of requisition in a national 
emergency under section 902 a shipowner may seek judicial determination of 
‘just compensation.” He is not forced to accept as final an arbitrary determina- 
tion of the fair and reasonable value of his vessel or the services to be rendered. 
We question whether Congress will wish to permit the imposition of complete 
control over shipping prior to a national emergency, and, further, whether such 
control should be granted without a balancing resort to the judicial arm of the 
Government. In this connection, it may be noted that S. 2709 eliminates the 
right to the benefits of the Administrative Procedure Act. 

4. Under the prior law, ship warrants merely granted priority for the use 
of shore facilities. Is there any need to remove this provision which permitted 
a ship operator to continue business without warrants if he was willing to take 
a chance that priorities would not unduly delay operation? 

On the basis of these objections, we respectfully recommended that, if stand- 
by legislation be enacted, the following provisions be incorporated: 

(a) That the powers under the law be exercisable only in the case of a 
national emergency, and then only for the needs of national defense. We do not 
believe that any law should permit the exercise of such great powers by refer- 
ence to international agreements which may, in fact, never have been reviewed 
by Congress. 

(b) In any control under ship warrants, adequate recourse should be given to 
permit a shipowner to secure a court determination of his rights. The section 
removing rights under the Adiministrative Procedure Act should be eliminated. 

(c) The bill should provide for priorities as in the prior law. 

Sincerely yours, 
HersErt R. O’Conor. 
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TUESDAY, MARCH 13, 1956 


Unirep Strates SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10 a. m., in room 
G-16, United States Capitol, The Honorable Warren G. Magnuson 
(chairman), presiding. 

Present: Senator Magnuson (chairman). 

The CHatrman. The committee will come to order. We have before 
us S. 3113, which amends the Ship Sales Act with reference to vessels 
purchased prior to the enactment of the act. 

(S. 3113 is as follows :) 


{[S. 3118, 84th Cong., 2d sess.] 
A BILL To amend section 9 (c) (2) of the Merchant Ship Sales Act of 1946, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 9 (c) (2) of the Merchant 
Ship Sales Act of 1946 is hereby amended by inserting before “: and’ at the 
end thereof the following proviso: “Provided, That the provisions of this sub- 
section (c) (2) shall not apply to any such charter party executed on or after 
October 1, 1955; and the Secretary of Commerce is directed to modify any 
adjustment agreement to the extent necessary to conform to the provisions 
of this amendment”. 

The Cuatmrman. Mr. Ackerson, I understand Mr. Morse had to leave 
and that you will present his testimony. 


STATEMENT OF CLARENCE G. MORSE, MARITIME ADMINISTRATOR, 


ON BEHALF OF THE MARITIME ADMINISTRATION AND THE DE- 
PARTMENT OF COMMERCE, AS READ BY EUGENE J. ACKERSON 


Mr. Ackerson. The bill, S. 3113, would amend section 9 (c) (2) 
of the Merchant Ship $ Sales Act of 1946, as amended, to provide that 
the provisions of subsection (c) (2) shall not apply to any charter 
party executed after October 1, 1955, for the use by the United States 
of a war-built vessel purchased from the United States prior to the 
enactment of the Merchant Ship Sales Act of 1946, and in respect 
of which a price adjustment was made under section 9 of that act. 
Section 9 (c) (2) provides that the liability of the United States for 
the use of such vessel on or after March 8, 1946 (date of enactment 
of the Merchant Ship Sales Act), under any charter party with the 
United States, shall not exceed 15 percent of the statutory sales price 
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of the vessel as of such date, and, further, that the liability of the 
United States under such charter party for loss of the vessel shall be 
determined on the basis of the statutory sales price as of March 8, 
1946, depreciated to the date of loss at the rate of 5 percent per annum. 

Section 9 of the Merchant Ship Sales Act of 1946 authorized 
adjustments in the purchase price of vessels bought by citizens of 
the United States from the United States Maritime Commission dur- 
ing World War II. A substantial number of such vessels were pur- 
chased, some with construction subsidy allowance under the Mer- 
chant Marine Act, 1936, but others at full wartime cost without 
such subsidy. As appears from the committee reports on the ship 
sales legislation (S. Rept. No. 807, 79th Cong.; H. Rept. No. 831, 
79th Cong.), Congress adopted the price adjus tment provisions for 
such prior sales of war-built vessels as corollary to the establishment 
of a definite pricing policy for war-built vessels to be disposed of 
after the war. As further stated in these reports, the implementa- 
tion of the price adjustment policy involved the proper adjustment 
of income, expenditures, taxes, and so on, in respect of vessels ac- 
quired by such “prior” purchases. 

Section 9 (b) of the 1946 Ship Sales Act prescribed the formula 
for adjustment which involves adjustment of the cash payment and 
the mortgage indebedness; and trade-in allowance; interest ; charter 
hire under charters to the United States up to the date of the enact- 
ment of the om and overpayments or deficiencies in Federal taxes 

Section 9 (c) (2) of the Ship Sales Act provided that adjustment 
of purchase price in prior sales should be made only if the applicant 
therefor entered into an agreement with the Government binding 
upon the citizen applicant and any affiliated interest, providing: 

(1) that the liability of the United States for use of the vessel on 
a after March 8, 1946, under any charter party with the United 
States, shall not exceed 15 percent of the statutory sales price of 
the vessels as of such date, and (2) that the liability of the United 
States under such charter party for loss of the vessel shall be deter- 
mined on the basis of the statutory sales price as of March 8, 1946, 
depreciated to the date of the loss at the rate of 5 percent per annum. 

Section 9 (c) (5) of the Ship Sales Act further required an agree- 
ment that in the event the United States, prior to the termination 
of the May 27, 1941, national emergency (April 28, 1952), uses the 
vessel pursuant to a taking, or a charter made, on or after March 
8, 1946, the compensation to be paid the buyer shall not exceed 15 
percent per annum of the statutory sales price as of March 8, 1946 
(section 9 (c) (3)). Section 9 (c) (3) no longer has application 
following the termination, on April 28, 1952, of the national emer- 
gency proclaimed on May 27, 1941. 

Applications for adjustment under section 9 with respect to a net 
total of 191 vessels were approved and agreements were executed for 
all of these vessels. 

The Cuatrman. Does that include all the vessels we were dealing 
with when we made the adjustment? That left 191 all told? 

Mr. Ackerson. That meludues all applied for. There may be 
others that did not apply. 

The Cuarrman. Would you say that that would be the great maj- 
ority ¢ 

Mr. Ackerson. I believe it was the majority. 
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The Cuairman. There wouldn’t be many left, I would think, that 
hadn’t applied for the adjustment. 

Mr. Ackerson. No. 

The Cuarrman. I don’t know of any. 

Mr. Ackrrson. Some of them did not deem that it was advantageous 
to them to apply for this adjustment. 

The Cuarrman. And some of them may be even out of service. 

Mr. Ackrrson. Oh, yes. 

Section 9 (c) (2), as contrasted with other provisions relating to 
adjustment of prior sales under section 9, involves the possibilities 
of future transactions between the United States and a vessel owner 
in respect of vessels, the prices of which have been adjusted under 
section 9. During any national emergency or war, the Secretary of 
Commerce may requisition or acquire under section 902 of the Mer- 
chant Marine Act, 1936, as amended, the use of vessels documented 
under the laws of the United States. In the event the Secretary does 
acquire such use of a vessel, the price of which was adjusted under 
section 9, the liability of the United States for the use or the loss of 
such vessel would be limited as provided in section 9 (c) (2), instead 
of under such section 902. 

The liability of the United States for loss of the vessel under 
charter, where there has been a section 9 adjustment of the price, is 
to be determined on the basis of the statutory sales price as of the 
date of the enactment of the 1946 act, and depreciated to the date of 
the loss at the rate of 5 percent per annum. Other vessels bought 
under the Merchant Ship Sales Act of 1946 are subject to the com- 
pensation provisions of section 902 of the Merchant Marine Act, 1936. 

The lability of the United States for use of the vessel under charter, 
where there has been a section 9 price adjustment, shall not exceed 
15 percent per annum of the statutory sales price under the 1946 
Ship Sales Act. This corresponds to the minimum charter hire rate 
charged under section 5 of the 1946 act for charter of war-built vessels 
to citizens of the United States. However, no such limitation was 
placed on charter hire to be paid by the United States in respect of 
war-built vessels sold to citizens under the 1946 act as contrasted with 
war-built vessels price adjusted under the 1946 act. 

The Cuatrman. That means that those that have been adjusted 
come under the provisions of the 1946 act ? 

Mr. Ackxerson. That is right. 

The Cuarrman. You are talking now about those war-built vessels 
sold prior to the 1946 act that have not been adjusted ? 

Mr. Ackerson. That’s right. 

The CuHairman. Of which some have been adjusted and some have 
not. 

Mr. Ackerson. That’s right. 

The Cuarrman. This legislation deals with which ? 

Mr. Acxkrrson. This legislation deals with those that had price 
adjustments. 

The Cuatrrman. That had price adjustments ? 

Mr. Ackrrson. Yes, and entered into an agreement. 

The Cuarmman. The 191? 

Mr. Ackerson. That’s right. 

The Cuarrman. All right. Continue, please. 
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Mr. Ackrrson. A similar limitation was prescribed in section 9 
(c) (3), effective as to uses by the United States of section 9 price 
adjusted vessels prior to the end of the May 27, 1941, national emer- 
gency, April 28, 1952, pursuant to charters made on and after March 
8, 1946. The overlapping between subsection (c) (2) and subsection 
(c) (3) was made a moot matter by the termination of the national 
emergency, but there does remain a question as to whether the limita- 
tion in subsection (c) (2) was not inadvertently written to continue 
indefinitely in the future as to contracts made after March 8, 1946, in 
contrast with contracts made and in effect on March 8, 1946. 

A bill, S. 1918, 83d Congress, approved by the Senate on May 4, 
1954, would have exempted a large number of charters retroactively 
from the limitation of subsection 9 (c) (2). We understand that the 
effective date of October 1, 1955, in the bill is inadvertently used in the 
bill, and that it is not desired to make the bill retrocative as to any 
outstanding charters. We recommend that the bill be amended as 
follows: 

Page 1, line 7, strike out the date “October 1, 1955” and insert in 
lieu therof the words “the date of enactment of this proviso.” The 
purpose of that would be to prevent the bill operating retroactively 
as to charters which had been entered into prior to the enactment of 
this bill. 

The bill would place the liability of the United States with respect 
to charter of price adjusted vessels under section 902 of the 1936 act; 
i. e., the same basis as its liability in the case of charter or loss of a 
war-built vessel sold under the Merchant Ship Sales Act of 1946. 

The CuarrMan. In other words, the bill would place the 191 ships 
on the same basis as those that were sold under the Ship Sales Act 
after it was enacted ¢ 

Mr. Acxerson. That is correct, sir. It may be noted that the Con- 
gress voted down a proposal to amend the bill which became the 
Merchant Ship Sales Act of 1946, to provide a special charter use and 
loss limitation upon vessels sold under the 1946 act. 

The question of policy involved in the bill is peculiarly a matter of 
legislative policy for determination by the Congress under the circum- 
stances. We have no objection to your favorable consideration of the 
bill, amended as recommended herein, in view of the history and pur- 
pose of the provision of law proposed to be rendered inoperative as 
to future charters only. 

The Bureau of the Budget has advised us that there is no objection 
to the submission of this testimony to your committee, but in the opin- 
ion of the Bureau of the Budget “it would appear that the shipowners 
knowingly accepted these limitations to obtain adjustments in sales 
price. We are inclined to believe that the retroactive changing of 
the statutory basis of contracts voluntarily entered into is unsound 
in principle.” 

The CuHarrman. Wouldn’t you say that in a completely objective 
general way anything retroactively changing a statutory contractual 
relation is generally unsound in principle, but if inequities are caused 
by some act of Congress to a contract that had been entered into, that 
then the principle of retroactive-ism might well apply ¢ 

Mr. Ackerson. Yes, sir. 
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The Cuarrman. I think it evolves upon whether or not there was 
some inequity caused by the fact that Congress subsequently took action 
which changed the status of a contr actual 1 relation itself. 

Mr. Ackerson. That’s right. 

The CHarrMan. Thank you, Mr. Ackerson. 

The Comptroller General has just sent a new letter on this bill, dated 
March 13, 1956, which we will put in the record in full. I think the 
summary might be well to read here for the record. They say: 


In summary the matter involves weighing the unsoundness in principle of 
changing the terms of valid contracts voluntarily entered into— 


against what I was speaking of here— 


against the inequity complained of by the proponents of this bill, namely, that 
purchasers of war-built vessels bought after March 8, 1946, were not required to 
accept the restrictive limitations imposed upon those who purchased prior to 
that date. 


That is just what I was trying to say, that the question of equity is 
paramount here. 


“Aside from the foregoing comments and information, the proposed 
legislation involves a matter of policy in which we are not directly 


concerned,” the letter continues, and they make no recommendation in 
the matter. 


So I think the justification for the bill must rest upon the question 
of whether the action of Congress subsequent to their purchase created 
a sufficient inequity to pass a retroactive bill. 

(The complete letter from the Comptroller General of the United 
States is as follows :) 


MARCH 13, 1956. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


DEAR Mr. CHAIRMAN: Further reference is made to your letter of February 2, 
1956, acknowledged on February 3, enclosing a copy of S. 3113, 84th Congress, 
2d session, entitled “A bill to amend section 9 (c) (2) of the Merchant Ship 
Sales Act of 1946, as amended,” and requesting our comments on the proposed 
legislation. 

S. 3113 would make inapplicable after October 1, 1955, the restrictive limita- 
tions imposed by section 9 (c) (2) of the Merchant Ship Sales Act of 1946, 50 
U. S. C. App. 1742, upon those who purchased war-built vessels from the former 
Maritime Commission under the provisions of the Merchant Marine Act of 1936, 
as a condition for downward adjustments in the purchase price of such vessels. 
The restrictions proposed to be removed provide, generally, that the Govern- 
ment’s liability for “use” of the vessels shall not exceed 15 percent per annum 
of the statutory sales prices, determined as of March 8, 1946, and that compensa- 
tion for the loss of such vessels while under such charter parties shall be their 
statutory sales prices, less depreciation at the rate of 5 percent per annum to 
the date of loss. The removal of these restrictions would permit the owners 
of these vessels to receive charter hire in excess of 15 percent per annum of the 
statutory sales prices and to receive “just compensation” under section 902 of 
the Merchant Marine Act, 1936, for their use or loss, without regard to their 
contractual agreements. 

It appears that 264 war-built vessels sold under the 1936 act were eligible to 
apply for adjustments under section 9 of the 1946 act. No applications were 
filed for section 9 adjustments on 60 of those vessels and, of the 204 applications 
received, 18 were withdrawn. Adjustment agreements have been made on the 
remaining 191 applications and each such agreement incorporated verbatim the 
provisions of section 9 (c) (2) and 9 (c) (3) of the 1946 act. It may be noted 
that section 9 (c) (3) became ineffective with the end of the national emergency 
on April 28, 1952. The reasons why no purchase price adjustments were requested 
on 73 of the vessels are a matter of conjecture, but we suggested in our report 
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of July 8, 1953, to your committee on a similar bill (S. 1918, 83d Cong.) that the 
purehasers who declined to apply therefor may have been influenced by their 
desires not to be committed to the restrictive limitations which would be removed 
by S. 3113. Another obvious reason for a purchaser not applying for the sec- 
tion 9 adjustment would be an unfavorable balance to the uperator under the 
provision of section 9 (b) (6) which requires a credit to the Government for its 
charter of the “use” of the war-built vessel as compared with the charter hire 
the operator would have received for the vessel it traded in. However, it is to 
be noted that not all war-built vessels necessarily involved any chartering to 
the Government subsequent to their purchase. In any event, it seems reasonable 
to speculate that if a removal of the restrictive limitations is considered equitable 
to those who applied for and received section 9 adjustments, the equities likewise 
would appear to require reestablishing for a limited time an opportunity for the 
purchasers of the 73 vessels on which adjustments of the purchase prices were 
not made to apply for such adjustments. 

Section 9 of the 1946 act established the formula for determining the adjust- 
ment of the sales prices of war-built vessels and specified the restrictions and 
conditions applicable thereto. The application for the adjustment was, of 
course, voluntary on the part of the purchaser. 

Presumably the date of October 1, 1955, contained in S. 3113 is provided to 
overcome the objection made to the retroactive feature contained in a prior 
bill having the same general objective and has no other special significance. 
It is therefore suggested that any consideration of the bill include an amend- 
ment of the specified date to one more current. 

In summary, the matter involves weighing the unsoundness in principle of 
changing the terms of valid contracts voluntarily entered into against the 
inequity complained of by the proponents of this bill, namely, that purchasers 
of war-built vessels bought after March 8, 1946, were not required to accept 
the restrictive limitations imposed upon those who purchased prior to that 
date and received purchase price reductions under section 9. 

Aside from the foregoing comments and information, the proposed legislation 
involves a matter of policy in which we are not directly concerned and we 
make no recommendation in the matter. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


The Cuamman. Senator O’Conor, do you wish to testify now? 


STATEMENT OF HON. HERBERT R. 0’CONOR, WASHINGTON COUNSEL, 
AMERICAN MERCHANT MARINE INSTITUTE 


Mr. O’Conor. Yes, sir. With your permission I would like to have 
Mr. Krusen here. He will give the principal argument. 

I am Herbert R. O’Conor. I am Washington Counsel for the 
American Merchant Marine Institute, whose members’ fleets constitute 
a substantial portion of all categories of American-flag shipping, dry 
cargo, passenger, and tanker vessels. 

I am appearing today on behalf of the industry to voice our strong 
support of S. 3113, introduced by the chairman of this committee, a 
bill designed to correct an obvious and apparently unintended dis- 
crimination against those persons who purchased war-built vessels 
prior to the enactment of the Merchant Ship Sales Act of 1946. 

The CuairmMan. Let me interrupt right there. 

You have been a former member of this committee and I don’t 
recall if you were a member when we made the general readjustment. 

Mr. O’Conor. Not in 1946. 

The Cuarrman. Off the record. 

(Discussion off the record.) 

The Cuartrman. On the record. 

Mr. O’Conor. We do agree with very much of what Mr. Ackerson 
said, and the amendments he proposes, although there is a change 
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in language because it is our desire not to have your bill apply retro- 
actively, but only prospectively, there being no intention on our part 
to reopen that which has been cleared in the | past. 

Lumediately following the end of World War II, shipowners were 
encouraged by the Maritime Administration to purchase surplus war- 
built vessels.” When the Merchant Ship Sales Act, establishing sales 
prices and terms for such disposal, was under consideration, the pres- 
ent section 9 of that act was developed for the purpose of making the 
more favorable prices and terms provided by that Act applic able to 
the transactions which had earlier taken place. 

In other words, section 9 was designed to place prior purchases on 
the same basis as purchases under the act. This purpose was not, 
however, fully accomplished by this section. 

As section 9 of that act now stands, those who purchased a vessel 
prior to March 8, 1946, but not those who happened to buy after that 
date, have been required to agree that the payment. for vessel use 
(bareboat charter) by the Government in the event of any future use 
by it of the ships in question shall not exceed 15 percent per annum 
of the statutory sales price, and, further, that the liab‘lity of the 
Government in the event of loss under such a charter shall be limited 
to the statutory sales price depreciated to the date of loss. 

In the light of the legislative history of the Ship Sales Act, it is 
impossible for us to believe that C ongress intended to require those 
who purchased ships before the effective date of the act to waive their 

right. to just compensation. When the ship sales bill was being con- 
ceed by Congress, both the Senate and the House committees recom- 
mended substantially similar clauses in other sections of the bill which 
would have restricted charter hire payments to all purchasers of 
vessels under the Act. 

In each case, after floor debate, which was marked by objections to 
the curtailment of the right to just compensation and correlative 
objections to the giving of greater rights to foreign purchasers, the 
restrictive provisions were eliminated. 

However, attention was not focused upon the similar provisions of 
section 9, and the restrictions applicable to prior purchasers remained 
in the bill. Accordingly, anyone, either American or foreign, who 
purchased his vessel subsequent to the act is not restricted in resnect 
of the ultimate value of his property, whereas a A son who volun- 
tarily risked his own capital to purchase a vessel during the war is 
now subject to a punitive limit: ation. 

We think the next observation is in point in view of what has been 
previously commented upon by the Chairman. 

Clear indication of the congressional intent is found in section 
6 (b) of the Ship Sales Act, which provides that no war-built vessel 
shall be sold to a noncitizen “upon terms or conditions more favorable 
than those at which such war-built vessel is offered to a citizen of the 
United States.’ 

We submit that it is clearly unjust and discriminatory that an 
American citizen who purchased a vessel prior to the act should be 
deprived of just compensation while his foreign competitor would 
have no limitation whatsoever put upon his ship. 

In light of what we believe was the true intent of Congress and 
a obvious inequity which now exists, we earnestly recommend that 
S. 3113 be enacted. 
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In this connection, I take pleasure in presenting to your committee 
Mr. Leslie C. Krusen, a distinguished attorney of Philadelphia, Pa. 
Mr. Krusen has had considerable experience and, in our opinion, is 
second to no person in the United States in understanding and grasp 
of section 9 of the Merchant Ship Sales Act. Therefore, he will give 
you authoritative information in regard to this important subject 
matter. 

The American Merchant Marine Institute supports and concurs, 
in every respect, with the statement which Mr. Krusen will now 
present. 

‘The Cuairnman. We will be glad to hear from you, Mr. Krusen. 


STATEMENT OF LESLIE C. KRUSEN, REPRESENTING CHAS. KURZ & 
CO., INC., PACO TANKERS, AND KEYSTONE TANKSHIP CORP. 


Mr. Krusen. My name is Leslie C. Krusen. I am appearing here 
as counsel for, and an officer and director of, Chas. Kurz & Co., Ine. 
and as counsel for Paco Tankers, Inc., and Keystone Tankship Corp. 
These are long established American companies which own and op- 
erate United States flag tankers. 

The purpose of my appearance is to advocate the enactment of 
S. 3113 which would amend subsection 9 (c) (2) of the Merchant 
Ship Sales Act of 1946, A bill to accomplish the same purpose was 
passed by the Senate in the last Congress—S. 1918, 83d C ongress. 

Section 9 of the Ship Sales Act provides for an adjustment of price 
of a war-built vessel purchased from the Government prior to the 
date of enactment. Under the terms of section 9 (c) (2) the ap- 
plicant-company was required to enter into a contract agreeing that 
if the vessel is ever used by the United States under a charter party, 
the charter hire must be limited to 15 percent of the statutory sales 
price of the vessel, and if the vessel be lost during such use, the 
indemnity payable by the Government would be limited to the statu- 
tory sales price depreciated to the date of loss. 

The Cuarrman. Let me ask: S. 3113 only applies to a contractual 
relation with the Government if and when they should take over 
the ship? 

Mr. Krusen. Yes, sir. It gives us the same right as owners of 
other vessels enjoy, that is, to enjoy just compensation for the taking 
of our property under an emergency. And it is the denial of that, I 
may say—— 

The Cuarrman. It doesn’t change any contracts now, necessarily 

Mr. Krusen. It does not change any charter parties now in exist- 
ence. The only contracts it would change would be the contracts 
that we signed when we accepted the adjustment under section 9. 

The Cuarrman. But the effect of the change in those contracts, in 
which you accepted the adjustment under section 9, would only take 
place if and when the Government would take over the ship? 

Mr. Krusen. Yes, sir. 

The CHarrMan. In the future? 

Mr. Krusen. That is correct. And I may say, before I return to 
my prepared statement, that we are in agreement with Mr. Ackerson 
that there is no intent to make this a retroactive measure. We think 
it should be effective from the date of enactment of this amendment. 
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I like the words “this amendment” rather than the words “this pro- 
viso” as contained on page 6 of Mr. Ackerson’s statement. 

The Cuatrman. Proceed. 

Mr. Krusen. I would also like to say 

The Cuatrman. The purpose of my question was, as Senator 
O’Conor knows well, and the rest of the gentlemen in the room know, is 
that we have a most difficult time with our merchant-marine legisla- 
tion because of a great misconception abroad that all of these technical 
pieces of legislation have some kind of gimmick in them, that we 
are always going back and picking up something and giving some 
benefits to the ship operators or merchant marine. 

I want it clear that the purpose of this bill, and the language in the 
bill, will only apply to things that may happen in the future insofar 
as the Government taking over the ships is concerned. 

Mr. Krusen. That is all we are asking for. Purchasers of similar 
vessels purchased after the date of enactment, whether citizens or 
foreigners, were not required to sign such an agreement, and are not 
subject to such a limitation on the use and value of their property. 

When the Ship Sales Act first reached the floor of the House and 
the Senate, it contained a section, section 12, which would have placed 
the same limitation on those purchasers who acquired similar vessels 
at the statutory sales price subsequently to the date of enactment. As 
the result of the debate which followed with respect to this section— 
pertinent excerpts from which are attached hereto—section 12 was 
stricken from the act. This means that purchasers, inciuding non- 
citizens, who acquired title to vessels after the passage of the Ship 

Sales Act, are entitled to just compensation for the use or taking of 
the property; whereas citizens who purchased an exactly similar 
vessel prior to passage of the Ship Sales Act are denied just 
compensation. 

We contend that this creates a denial of equal treatment to those 
persons, who, by taking the adjustment, were supposed to have been 
placed in the same position as subsequent purchasers. In view of the 
legislative history, and the conflicting provisions of the act, it seems 
evident that the result was due to a legislative oversight in failing to 
strike the discriminatory language from section 9 (c) (2) at the same 
time section 12 was eliminated. 

The Cuatrman. And of course using the words in your statement 
“just compensation,” if we should pass S. 1833, then the principle of 
just compensation would be uniformly established ? 

Mr. Krusen. Yes, sir. 

The CrarrMan. So in that respect the bills complement each other ? 

Mr. Krusen. Yes, sir. 

To illustrate our position, I shall briefly outline the history of the 
pertinent transactions involved in the adjustments obtained by Chas. 
Kurz & Co., Inc., and by Paco Tankers, Inc. 

Keystone Tankship Corp. accepted its adjustment a little earlier 
than the foregoing companies, but the principles applicable to it 
are the same; and in fact ever ‘y company which accepted an adjustment 
is subject to the same discrimination of which we complain. 

I would like to say here, in addition to my prepared text, that T am 
meeting here the suggestion that we accepted a contract voluntarily 
and then came in and tried to change its provisions. I think the record 
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will show that we put up a pretty good fight against this principle 
right from the day the ships were sold to us. 

‘Retur ning to my statement: Prior to, and during the war, the vessels 
of our companies were taken by the United States for war use. Some 
of these were new vessels which had just been completed, and others 
were requisitioned for title as they were completed. The Maritime 
Commission desired that the T-2 tankers, chiah were being delivered 
in large quantities, should be acquired by experienced shipping com- 
panies, and Commissioners Land and Vickery requested us to par- 
ticipate in this program. 

We foresaw that at the end of the war, the Government would dis- 
pose of its war-built vessels; that competitors or opportunists might 
then acquire simiiar vessels at sacrifice prices; hence that the higher 
investment in our vessels would put us at a competitive disadvs antage. 
We asked the Commission to assure us that if we bought these vessels 
we would be entitled to an adjustment of price if similar vessels were 
subsequently sold to others at lower prices. Counsel—that is counsel 
for the Commission—ruled that it was beyond the power of the Com- 
mission to make such an assurance; but we worked out with them 
and put in each of our purchase contracts, a clause which provided, in 
effect, that our voluntary purchase of the vessels at war prices would 
not foreclose our rights to any subsequent price adjustment. 

Subsequently T-2 tankers were purch: ased from the Maritime Com- 
mission as follows: Chas Kurz & Co.., Inc., in 1943, purchased 2; Paco 
Tankers, Inc., in 1945, purchased 5; Keystone Tankship Corp., in 1942 
purchased 5. The vessels were purchased at the full war-time price, 
averaging about $2,850,000. 

If I may digress there for a moment, actually the prices we paid 
ranged on the average about $100,000 more than that, but when the 
prices were adjusted with the ship builders, the Maritime Commission 
made some refunds to us and they brought the prices down to about 
that average. They varied a few thousand dollars each way. 

The CuHarrman. Did they use the Ship Sales Act ? 

Mr. Krusen. No, sir. This was a minor adjustment of the war price 
of the vessels. We bought the vessel at the price charged by the ship- 
yard and that price, as I understand it, is subject to audit on the com- 
pletion of the vessel. 

The Cuatrman. By the then Maritime Commission ? 

Mr. Krusen. Yes, sir. And we paid the full preliminaiy price 
charged by the shipyard, and then we got an adjustment when the 
shipy: ard made the adjustment. But actually we had invested in each 
of these vessels about $2,850,000. 

At the end of the war it became evident that the sale of vessels at 
reduced prices, which we had feared, would become a reality. We 
discussed with the Maritime Commission the inclusion of an adjust- 
ment section in any legislation authorizing the sale of vessels. Our 
industry proposed and expected that the adjustment would be very 
simple—prior purchasers would receive, as a refund, or as a credit 
against any mortgage on the vessel to the United States, the differ- 
ence between the statutory sales price applicable to the specific vesesl 
and the fnll war price which the prior purchaser had paid, less depre- 
ciation allowable to the purchaser from the date of acquisition to the 
date of enactment. 
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The Cuatrman. Am I correct in saying that in some cases prior to 
the Ship Sales Act the price was higher than the act and in many 
other cases lower? There was no average, was there / 4 

Mr. Krusen. I don’t understand the question, S enator. 

The CuarrmMan. As to ships that were purchased prior to the 
Ship Sales Act, in many cases the prices were higher than the act, 
and in some cases lower. 

Mr. Krusen. I dont’ know of any case. I am not sure whether there 
were such instances, but I know of no case in which the statutory sales 
price under the Ship Sales Act was higher than the war price that 
we paid prior to the act. 

The Cuatrrman. Prior to the act 

Mr. Krusen. There may have been some cases with unusual ves- 
sels. 

The Cuarrman. Is it not true that they were all based on the in- 
dividual ship, rather than on a general form average / 

Mr. Krusen. No, sir. Originally we paid a price which the Gov- 
ernment paid for a ship to a builder. When the Ship Sales Act was 
passed, it adopted a formula which reduced all vessels of the same type 
to what was known as the statutory sales price, and that statutory sales 
price, for example, in the case of a cargo vessel, was 50 percent of an 
arbitrary war price that was adopted for the same vessel, and in the case 
of a tanker the statutory sales price, if I remember correctly, was 
871% percent of this pr ewar price. 

The CHarrmMan. Were those prices generally higher ? 

Mr. Krusen. No, sir. Those prices were much lower than the-— 

The CHAIRMAN. Statutory / 

Mr. Krusen. No. The statutory prices arrived at by that formula 
were much lower than the war-built prices of the vessels. 

The Cuatrman. That is what I wanted to get straight. Generally 
speaking would this be correct: that the sales prices of cargo, tanker, 
and other ships for disposal, prior to the Ship Sales Act and the 
establishment of the statutory price, were higher ? 

Mr. Krusen. Much higher. 

The CuHarrMan. That is what I wanted to get at. 

Mr. Krusen. Congress instead adopted the complicated section 9 
formula under which the final amount of the adjustment is deter- 
mined by the difference between certain adjustments charged against 
the Government and certain adjustments charged against the pur- 
chaser. 

Section 9 (b) provides that the adjustment “shall be made by treat- 
ing the vessel as if it were being sold to the applicant on the date of 
enactment of this act and not before that time.” It is generally con- 
ceded that the purpose of the adjustment was to place prior and sub- 
sequent purchasers on an equal basis. If we concede—and we do 
not—that it reaches this result from a financial standpoint, it never- 
theless discriminates because section 9 (c) (2) requires the prior pur- 
chaser to accept a restriction on the right to just compensation for its 
property, whereas the subsequent purchaser is not required to be 
subject to such restriction. 

We do not propose to complain here of the fairness of the adjust- 
ment under section 9. However, we want to dispel the idea that 
tanker owners received a windfall and in fact that they were even 
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restored to the same position as the subsequent purchasers. While 
the circumstances varied with different vessels, we think the following 
figures, which apply to the adjustment on the T-2 tanker Gaines Mill, 
are illustrative of our point. These figures have been rounded off for 
convenience but are substantially accurate. 

Original war purchase price : About $2,835.000. 

Depreciation at 5 percent per annum to date of enactment: About 
$420,000. 

Net adjustment paid by the Commission under section 9: $193,000. 

Actual cost of vessel as of date of enactment: About $2,999,000. 

Parentheticaliy, that is the amount of dollars that we had in this 
vessel, allowing for the recovery of depreciation and allowing for the 
payment of this net adjustment. 

Statutory sales price as of date of enactment : $1,765,831. 

The Crarrman. So you are about $450,000 off ? 

Mr. Krusen. Yes,sir. Weare not complaining about that. 

The CuarrMan. I understand that. 

Mr. Krvusen. The foregoing figures illustrate our contention that 
the subsequent purchaser obtained a similar vessel for approximately 
$450,000 less than the prior purchaser; and further that the Govern- 
ment actually realized approximately $450,000 more for the vessel 
sold to the prior purchaser. 

In the hearings before the House on H. R. 7065, which was before 
the 88d Congress, the M: om ime Administration submitted a statement, 
Report of Hearings, page 18, which is based on its own interpretation 
of the section, ard which is completely misleading. This statement 
indicates that the “gross adjustment” in the case of each of the vessels 
of Chas. Kurz & Co., Inc., was approximately $1,070,000. It fails to 
show that from the “gross adjustment” were deducted the charges 
wainst the company which reduced the “net adjustment,” in the case 
of the Gaines Mill, to $193,000, and in the case of the Mill Spring, to 
i slightly smaller amount. 

There was a very wide variation in these amounts. They depend 
on the length of time that vou had had the vessel, whether or not there 
had been a trade-in, and other factors. 

I took both of the vessels of Chas. Kurz & Co., Inc., as illustrative 
of a case in which we went through the full adjustment, including the 
trade-ins. 

The “net adjustme ont” was the actual benefit obtained by the owner. 
The interpretation placed on the adjustment section by the Maritime 
\dministration formed the basis for the determination by the Treas- 
urv Department of the resulting tax basis of the adjusted vessel. 

If T might digress for just a moment there, Treasury came up with 
2. ruling that if you accepted the adjustment, you must reduce your 
tax base for the remainder of the life of the vessel to the statutory 
sales price. That was the reason, I understand—TI don’t know of my 
own knowledge—why many companies refused to take their adjust- 
ments because they found that they would pay out in taxes over the 
remaining life of the vessel an amount that was out of proportion to 
the benefit they would get by this adjustment. 

The Cratrman. Because of the Treasury ruling? 

Mr. Krusen. Yes, sir. 

This interpretation—I am speaking now about the Treasury’s in- 
terpretation—has recently been repudiated as a matter of law by the 
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United States District Court for the district of New Jersey. That is 
in the Trinidad case. 

This decision supports our view of the legal effect of the adjustment, 
but since it relates only to the resulting tax base of the vessel, it does 
not afford us any relief on the question of discrimination here involved, 

The Cuarrman. Going back to that same paragraph, where you say 
“it fails to show that from gross adjustment were ‘deducted the charges 
against the company,” what were the charges against the company, the 
nature of them ? 

Mr. Krusen. The first 4 or 5 sections—I don’t remember which— 
subsections of section 9—-had the effect of reducing the full war price 
of the vessel to the statutory sales price. The Maritime Administra- 
tion took that and in reporting these amounts didn’t pay any attention 
to the next 4 or 5 sections which provided that we must return all of 
the charter hire that we had received for the use of the vessels, pro- 
vided for reciprocal tax adjustment and so on. In other words, there 
were charges against us, the chief of which was this return of all 
charter hire we had received during the war 

The effect, when you applied the adjustments in favor of the 
Government, to the oe in favor of the ship owner, was to 
reach a net amount. In the case of the vessel I am telling you about 
it was $193,000, not $1 070,000. 

The Cuatrman. The charter hire they paid you was for use? 

Mr. Krusen. Yes, sir. But that had to be returned under this 
formula. 

The CuatmrMan. I don’t quite understand that, but there must be 
a reason. 

Mr. Krusen. I want to say to you that that was a matter that I was 
involved in when the Ship Sales Act was passed. Some of the things 
that we are complaining of here were the result of last minute adjust- 
ments in the conference, and we never had another chance to be heard 
on it. 

We are advised that at least one branch of the Government has 
opposed the idea of this bill on the basis that the parties voluntarily 
accepted the adjustments and entered into a contract subjecting 
themselves to the provision of section 9 (c) (2). We think the facts 
indicate that we had little choice in the matter. 

The determination of the rules under which the adjustments were 
to be processed, and the processing of them, occupied a long period 
of time and a great deal of argument. During all this time we never 
varied our position that section 9 (c) (2) was discriminatory and a 
denial of equal treatment unless confined to charter parties entered 
into prior to the date of enactment; that it was never intended to be 
effective as to future charter parties or takings. When the Maritime 
Administration finally offered us adjustments, we refused to accept. 
Together with other industry representatives we made it clear that if 
we did not obtain a favorable ruling on this point, an effort would be 
made to have corrective legislation introduced. 

Finally by letter dated April 21, 1953, the Maritime Administration 
ruled that the application of section 9 (c) (2) could not be confined 
to charter parties entered into prior to the date of enactment, but 
would apply generally to all future charter parties and all future 
takings. S. 1918 and H. R. 7065 were introduced in the 83d Congress 
promptly after the receipt of that opinion. 
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Now, if I may digress for a brief point: We felt that we had to 
follow our administrative remedies until such time as we were turned 
down, and we did that and it took until 1953, which accounts for the 
long delay. Most of that delay was caused by discussions over the 
method of determining the amounts of these adjustments. 

Meanwhile the Maritime Administration was anxious to conclude 
its adjustments and it continually placed pressure on us to accept 
the adjustments: which ¢ ooo with it the necessity for signing the 
standard form of contract, or of withdrawing the application and 
losing the adjustment. We seni to sign the contracts unless we 
received an assurance that our execution thereof would not be deemed 
to be a voluntary acceptance of the restrictions under section 9 (c) (2) 
and 9 (c) (3). 

In October 1953, the Administration notified Kurz and Paco that 
they must accept the proffered contracts or withdraw the applications 
for adjustment. We then returned the contracts with letters reserving 
our rights: which the Administration refused to accept. After more 
argument and correspondence, in November 1953, the Administration 
submitted supplement No. 1 to the adjustment contracts containing 
the following clause: 

After due consideration of your proposed agreement, supplemental to said 
contract MA—409— 
that is the adjusted contract— 

We have decided to agree with you that. notwithstanding the agreement con- 


tained in paragraphs 2 and 3 on page 3 of said contract MA—409, execution of said 


contract MA—409 is not to be held to impair your condition if subsections (¢) (2 
and (¢c) (3) of said section 9 should hereafter be declared to be unconstitutional 
by the decision of a court of competent jurisdiction which has become final, nor 
to bar your rights, if any, under any future legislation amending said subsec- 
tions (c) (2) and (c) (3) which is expressly made retroactive to cover executed 
agreements under said section 9 * * *, 

On the basis of this assurance we then accepted and completed the 
adjustments. 

The Cuarman. That is done now and all of these adjustments I 
understand from Mr. Ackerson, have been completed 4 

Mr. Krusen. Yes,sir. Iso understand. 

The CuarrMan. That is what the testimony is. That involves 191 
vessels / 

Mr. Krusen. Yes, sir. 

The CHarrMan. Which includes your vessels 4 

Mr. Krusen. Yes, sir. 

No criticism of the Maritime Commission or Maritime Administra- 
tion is to be implied from any of the related circumstances. We think 
they were endeavoring to enforce, as advocates of the Government, the 
conflicting provisions of a difficult piece of legislation. 

The following conclusions must inevitably be drawn from the fore- 
going history: 

1. Section 9 (c) (2) is in conflict with the stated principle of section 
9 (b), which provides that the adjustment “shall be made by treating 
the vessel as if it were sold on the date of enactment and not before that 
time.” Vessels sold on or after the date of enactment were not subject 
to the restrictions of 9 (¢ ) (2). 

2. Section 9 (c) (2) is in conflict with the provisions of section 6 (b) 
of the Ship Sales Act which provides that no war-built vessel shall be 
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sold to a noncitizen “upon terms or conditions more favorable than 
those at which such war-built vessel is offered to a citizen of the United 
States.” 

3. Not only did we fail to receive a “windfall” under the adjustment, 
but in fact the adjustment fell far short of its objective of placing us 
on an equal plane with subsequent purchasers. 

The Cuarrman. That “windfall” is a bad word. 

Mr. Krusen. Yes, sir. It had been used, though, in connection with 
the discussion. 

The CuHarrman. That is why it isa bad word. I would say not only 
did you fail there, but you might say you did not receive equity under 
the adjustment. 

Mr. Krusen. That is correct. 

4. The requirement that we must as a condition to receiving the 
adjustment to which we “are entitled” [section 9 (a) | assume restric- 
tions to which subsequent purchasers are not subject, is repugnant to 
the idea of the adjustment, and isa denial of equal treatment to citizen- 
purchasers. 

5. We endeavored to protect our rights beginning with the date 
of purchase of the ships. Aceeeptance of the adjustment was based 
upon the compulsive factor that unless accepted upon the proffered 
basis, the adjustments would be lost entirely. This was far from 
a free choice. 

The wording of S. 3113 has been modified and simplified as com- 
pared to S. 1918. We are in agreement that the bill shall have no 
retroactive effect, which meets the contention of the Maritime Admin- 
istration that any equities which may have arisen between the date 
of enactment of the Ship Sales Act and the date of enactment of 
this amendment, should not be disturbed. 

In conclusion, we submit that in the event our ves:els should be used 
or taken by the Government at some future time, we should be en- 
titled to the same “just compensation” as the owner of vessels pur- 
chased subsequently to the date of enactment. We believe that the 
present position of which we complain resulted from an oversight 
in the final form of the Ship Sales Act, and that Congress never 
intended to deny to prior purchasers, such as ourselves, the right to 
obtain “just compensation.” 

I don’t think that I need read the quotations from the Congressional 
Record. 

The Cuatrman. We will put those in the record. 

Mr. Krusen. Thank you, sir. 

(Extracts from the Congressional Record are as follows :) 


ExTrActs FRoM CONGRESSIONAL RECORD 
SEN A TORS” GREEN ‘AND “HART 


Mr. GREEN. I do not understand the Senator from Connecticut in his state- 
ment that a cloud on the title could possibly occur. The cloud exists on the 
title when the purchase is made. The cloud may clear later, or may descend in 
a deluge. But the cloud is on the title when the purchaser buys the ship, is 
it not? 

Mr. Harr. I think that the Senator is getting into weather conditions that 
need not concern us very much. 

Mr. Green. I think they should concern us a great deal. This is one illus- 
tration of how the American citizen is to be placed at a disadvantage, when 
purchasing ships, in comparison with the foreigner. It is one of those phases 
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of this very confusing legislation to which I object. I understand that the 
Senator from Maryland, who has charge of the bill, agrees with me that the 
bill would be better off without containing section 12. I wonder whether he 
would be willing to accept an amendment striking out section 12. 

Mr. GREEN. I invite the attention of the Senator from Maryland to the in- 
consistency between section 12 and section 6 (b). * * * Omitting the latter 
part of subsection (b), it reads: 

“Notwithstanding any other provision of law, no war-built vessel shall 
be sold to any person not a citizen of the United States * * * upon terms 
or conditions more favorable than those at which such war-built vessel is 
offered to a citizen of the United States.” 

Section 12, in its terms, violates that section. It seems to me that, although the 
Senator from Maryland has undertaken to take charge of this bill on the floor, 
he should not be obliged to defend inconsistent provisions, and refuse to accept 
an amendment which would correct them. 


REPRESENTATIVE HALE OF MAINE 


Mr. Chairman, section 12 of the bill as drawn represents what I think is a 
clumsy and ill-conceived attempt to circumvent that provision of the Constitu- 
tion which provides that when the United States takes under eminent domain 
my property or the property of any other citizen, it shall pay just compensation. 
Under the provisions of section 12 as drawn, the right to just compensation is 
modified only for a period of 5 years. Under the proposed committee amend- 
ment, there purports to be a perpetual inhibition running with the ship, an 
inhibition on the automatic operation of the Constitution when the United States 
requisitions the ship. For that provision of the Constitution is substituted the 
provision of section 802 of the Merchant Marine Act of 1936. That is a restric- 
tion running with the title of the vessel. I appeal to the Members of this House 
who are members of the legal profession that restrictive covenants running with 
chattels are not a very wholesome legislative precedent. In this particular case 
this restrictive covenant plainly contradicts the provision of section 6 (b) of 
the bill which provides that no foreign purchaser shall get a ship on terms or 
conditions more favorable than the citizen. Now, a foreign purchaser who takes 
one of these ships, of course, has no obligation ever to turn it in to the United 
States. He gets a clear title whereas our citizens get a title clouded with the 
necessity possibly of having to surrender his ship under the artificial provisions 
of this restriction. I think the effect of this restriction will be to drive vessels 
under foreign flags. But at any rate this is an attempt to circumvent the Con- 
stitution of the United States and I believe it is morally wrong. 

Section 12 of the act represents an attempt to provide for the compensation to 
be paid to the owner of these war-built ships in the event that they are reacquired 
by the United States for use in some future national emergency. I myself think 
that the provisions of section 12 represent a clumsy and ill-conceived attempt to 
evade the spirit of that provision of the Federal Constitution which recognizes 
the right of a man to full compensation for whatever the Government takes away 
from him under the right of eminent domain. Under section 12 the price which 
an owner has paid for a war-built ship is conclusively adjudged to be the value 
of the ship in his hands. This provision is of very little value to the United 
States as the assumed value of the ship may change with every sale, and it may 
discriminate harshly against an owner who buys at a low figure. Under some 
conditions a ship may appreciate in value in terms of dollars and cents and we 
must remember that the purchasing power of the American dollar is likely to 
fluctuate even more violently in the future than it ever has in the past. At the 
appropriate time I expect to offer an amendment which will strike section 12 
from the bill. I believe that other amendments will be offered to it. 


REPRESENTATIVE HERTER, OF MASSACHUSETTS 


Mr. Chairman, I hope very much that this amendment will not be adopted. 
This question was debated in the committee for many, many months. We went 
through a great many different phases of it. In effect, what it does is this: 
You or I buy a ship under this ship-sales act. Every year, if the Government 
wants to take that ship back it is worth to you 5 percent less than it was the 
year before. At the end of 20 years, no matter in which condition you have kept 
that ship, no matter what you have done to maintain it in good order, the Gov- 
ernment can take it away from you and you will get no compensation for it 
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whatsoever.. A ship that may be built under the Merchant Marine Act or shortly 
after she ship-sales bill goes into effect will not have that same restriction 
applied to it. 

In considering the matter, there were many of us who felt that the principle 
of just: compensation for property taken by the Government ought not to be 
violated in this bill. We were willing to compromise on a 5-year basis so that 
within a 5-year period if a person bought a ship under this bill the Government 
could recapture and he could not make any profit out of that recapture. But 
for the Government to say in perpetuity that it has the right to buy that ship 
from a man at any time for a fixed and arbitrary price regardless of conditions 
the world over, seems to me to be legislating 20 years ahead. It seems to me 
to be legislating for the future and legislating in a way which will make the 
purchase of ships under this bill very much less desirable. It may, in fact, 
militate to a very great extent against a sound merchant marine. 

REPRESENTATIVE BUCK, OF NEW YORK 

The bill before you, however, provides for sales of ships to foreigners, as well 
as to citizens of the United States. Obviously, a sale to a foreigner is final. 
There can be no compulsory reacquisition by the United States. Thus, a for- 
eigner buying a ship at the low price to which he is entitled under the bill would 
reap an astronomical profit were he to resell to the United States should our 
country become involved in another great war, which God forbid. Under the 
terms of section 12, as written, the Government is protected against such a price 
rise as to ships sold to citizens for a period of 5 years. The amendment to sec- 
tion 12 adopted by the committee last Friday extended that protection as against 
American purchasers for the life of the ship. The Merchant Marine Act of 1936 
and the present bill have for their purposes the fostering and development of 
the American merchant marine, yet here is a proposed amendment which dis- 
criminates, not against foreign buyers but against American buyers. It denies 
to American purchasers the profits which accrue to foreign purchasers under a 
new emergency. Itis discriminatory against our own people. 

The CHairman. I presume that you speak here representing what ] 
would call a typical case in this matter ? 

Mr. Kresen. A typical tanker case. At least so far as we know. 
Of course, my attention all through this has been directed to the 
vessels of our own fleet. 

The Cuatmman. I appreciate that. I think that what you would 
have to say would in a general way apply to the 191 ships, wouldn't 
you agree, Senator O’Conor, in most instances. 

Mr. O’Conor. That would seem to be it. 

The Cuarmman. The figures would be different, but the application 

of the section would be the same. 

Mr. Krusen. I am certain that the equitable pr inciples that we ask 
- apply to every ship sold under the Ship Sales Act where there 

yas an adjustment. 

Mr. O’Conor. While there are varying times, dates, and amounts, 
the principle we think is the same. 

The CHamman. The degree of an equity may be different, greater 
or less, but is applies to all of them ? 

Mr. O’Conor. Yes, sir. 

The Cuarrman. Thank you very much, gentlemen. At this point 
we will insert in the record a letter from the Department of the Navy, 
dated March 10, 1956, commenting upon the bill. 

(Thereupon, the committee proceeded to the consideration of other 
business. ) 
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The letter from the Department of the Navy is as follows: 


DEPARTMENT OF THE Navy, 
OFFICE OF THE JUDGE ADVOCATE GENERAL, 
Washington, D. C., March 10, 1956. 
In reply refer to JAG: IV: HJC: djb. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, United States 
Senate, Washington, D.C. 

My Dear Mr. CHAIRMAN: Your request for comments on §S. 31138, a bill to 
amend section 9 (c) (2) of the Merchant Ship Sales Act of 1946, as amended, has 
been assigned to this Department by the Secretary of Defense for the preparation 
of a report thereon expressing the views of the Department of Defense. 

This bill would provide that provisions of existing law setting limitations on 
liability of the United States for use or loss of a vessel under a charter party 
shall not apply to any charter party executed on or after October 1, 1955. 

Charters executed by the Military Sea Transportation Service provide (under 
War Risk Addendum) that under certain circumstances (e. g. when acts of the 
Government vitiate insurance maintained by the owner), the Government will 
indemnify the owner for any loss, damage, or e\pense. Under such a provision 
the Government could conceivably be required to pay the value of the vessel in 
the event of total loss. 

Under section 9 (c) (2) of the Merchant Ships Sales Act of 1946, as amended, 
the loss shall be determined on the basis of the statutory sales price of the vessel 
as of March 8, 1946, depreciated to the date of loss at the rate of 5 percent per 
annum. The proposed amendment would remove this limitation effective as of 
October 1, 1955, and the loss thereafter would be determined on the value of 
the vessel at the time of loss. Under present market conditions, this value is much 
higher than the value established by the act as now written. 

An amendment of the act by which the limitation on charter hire for use is 
deleted or modified probably is justified due to increases of maintenance costs, 
including increases in the replacement costs for equipment, but the same reason- 
ing does not pertain to the value of the ship in case of total loss while under 
charter to the Government. 

It is considered that this bill is of primary concern to the Department of Com- 
merce, and would only remotely affect the operations of the Department of 
Defense. 

Accordingly the Department of the Navy on behalf of the Department of Defense 
refrains from further comment or recommendation. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report on 8S. 3113 to the 
Congress. 

For the Secretary of the Navy. 

Sincerely yours, 
Ira H. NunNN, 
Read Admiral, USN, Judge Advocate General of the Navy. 
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TUESDAY, MARCH 13, 1956 


Unrrep STATES SENATE, 
ComMMITrree ON INTERSTATE AND Foreign CoMMERCE, 
SUBCOMMITTEE ON Mercuantr Martine AND FISHERIES, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10 a. m., in room 
G-—16, United States Capitol, the Honorable Warren G. Magnuson 
(chairman ), presiding. 

Present: Senator Magnuson (chairman). 

Also present: Harold I. Baynton, acting committee counsel, and 
A. J. Bourbon, professional staff member. 

The Cuairman. The committee will come to order. 

The Administrator must be over in the House in a few minutes, so 
we will take up S. 1833, a bill to amend the Merchant Marine Act of 
1936 as amended. 

(S. 1833 is as follows:) 


[S. 1833, 84th Cong., 1st sess. ] 


A BILL To amend the Merchant Marine Act of 1936, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1209 (a) of the Merchant Ma- 
rine Act, 1936, as amended (U.S. C., title 46 see. 1289 (a)), is amended to read 
as follows: 

“(a) (1) The Secretary, in the administration of this title, may issue such 
policies, rules, and regulations as he deems proper and may adjust and pay losses, 
compromise and settle claims, whether in favor of or against the United States 
and pay the amount of any judgment rendered against the United States 
in any suit, or the amount of any settlement agreed upon, in respect of any claim 
under insurance authorized by this title. 

“(2) In respect of hull insurance, the valuation in the policy for actual or 
constructive total loss of the vessel insured shall not exceed the amount that 
would be payable if the vessel had been requisitioned for title under section 
902 at the time of the attachment of the insurance under said policy: Pro- 
vided, however, That the insured shall have the right within sixty days after 
the attachment of the insurance under said policy, or within sixty days after 
determination of such valuation by the Secretary, whichever is later, to reject 
such valuation, but shall continue to pay premiums upon such valuation at the 
rate provided for in said policy. In the event of the actual or constructive total 
loss of the vessel, if the insured has so rejected such valuation, the insured shall 
be paid, as a tentative advance only, 75 per centum of such valuation so deter- 
mined by the Secretary and shall be entitled to sue the United States in a court 
having jurisdiction of such claims to recover such valuation as would be equal 
to the just compensation which such court determines would have been pay- 
able if the vessel had been requisitioned for title under section 902 at the time 
of the attachment of the insurance under said policy: Provided, however, That 
in the event of an election by the insured to reject the valuation fixed by the 
Secretary and to sue in the courts, the amount of the judgment will be payable 
without regard to the limitations contained in the eleventh paragraph under 
the heading ‘MARITIME AcTIVvITIEs’ in title III of the Department of Justice, 
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State, and Commerce Appropriation Act, 1954, the tenth paragraph under the 
heading ‘OPERATING DIFFERENTIAL SuBSIDIES’ in title II of the Independent Offi- 
ces Appropriation Act, 1953, the corresponding paragraphs of the Independent 
Offices Appropriation Act, 1952, and the Third Supplemental Appropriation Act, 
1951, although the excess of any amounts advanced on account of just compen- 
sation over the amount of the court judgment will be required to be refunded. 
In the event of such court determination, premiums under the policy shall be 
adjusted on the basis of the valuation as finally determined and of the rate 
provided for in said policy.” 

Sec. 2. Section 902 (c) of the Merchant Marine Act, 1936, as amended (U.S. C., 
title 46, sec. 1242 (c)), is amended to read as follows: 

“(c) If any property is taken and used under authority of this section, 
but the ownership thereof is not required by the United States, the Commission, 
at the time of the taking or as soon thereafter as the exigencies of the situation 
may permit, shall transmit to the person entitled to the possession of such 
property a charter setting forth the terms which, in the Commission’s judgment, 
should govern the relationships between the United States and such person and 
a statement of the rate of hire which, in the Commission’s judgment, will be 
just compensation for the use of such property and for the services required 
under the terms of such charter. If such person does not execute and deliver 
such charter and accept such rate of hire, the Commission shall pay to such 
person as a tentative advance only, on account of such just compensation a sum 
equal to 75 per centum of such rate of hire as the same may from time to time 
be due under the terms of the charter so tendered, and such person shall be 
entitled to sue the United States in a court having jurisdiction of such claims to 
recover such amounts as would be equal to just compensation for the use of the 
property and for the services required in connection with such use: Provided, 
however, That in the event of an election by such person to reject the rate of 
hire fixed by the Commission and to sue in the courts, the excess of any amounts 
advanced on account of just compensation over the amount of the court judg- 
ment will be required to be refunded. In the event of loss or damage to such 
property, due to operation of a risk assumed by the United States under the 
terms of a charter prescribed in this subsection, but no valuation of such vessel 
or other property or mode of compensation has been agreed to, the United States 
shall pay just compensation for such loss or damage, to the extent the person 
entitled thereto is not reimbursed therefor through policies of insurance against 
such loss or damage.” 

Sec. 3. The fi-st sentence of section 902 (d) of the Merchant Marine Act, 1936, 
as amended (U. S. C., title 46, section 1242 (d)) is amended to read as follows: 

“(d) In all cases, the just compensation authorized by this section shall be 
determined and paid by the Commission as soon as practicable, but if the amount 
of just compensation determined by the Commission is unsatisfactory to the per- 
son entitled thereto, such person shall be paid, as a tentative advance only, 75 
per centum of the amount so determined and shall be entitled to sue the United 
States to recover such amount as would equal just compensation therefor, in the 
manner provided for by section 24, paragraph 20, and section 145 of the Judicial 
Code (U.S. C., 1946 edition, title 28, secs. 41 (20) and 250) : Provided, however, 
That in the event of an election to reject the amount determined by the Com- 
mission and to sue in the courts, the excess of any amounts advanced on 
account of just compensation over the amount of the court judgment will be 
required to be refunded.” 

Sec. 4. All war-risk insurance issued under title XII of the Merchant Marine 
Act, 1936, which is in force on the date of the enactment of this Act shall, as of 
the beginning of such date, be deemed to have been amended to conform to the 
requirements of section 1209 of the Merchant Marine Act, 1936, as amended by 
this Act unless the insured, within ten days after such date, objects to such 


amendment. 

The CHatrmMan. The Chairman would like to say that the two bills 
this morning are quite important to all ship operators. They are 
matters that have been before us previously. S. 1833 relates to the 
determination of “just compensation” for requisition of vessels. It 
is exactly the same bill as S. 1878, which as amended passed the 
Senate in April 1954. It was amended by the committee at that 
time to conform with the GAO recommendations. The Commerce 
Department, as I recall, had a different approach to it at that time. 
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I understand now that Commerce may be ready to acept and approve 
the procedures tht were embodied in S. 1878 as passed by the Senate 
before. 

Mr. Morse has some testimony on the matter. 


STATEMENT OF CLARENCE G. MORSE, MARITIME ADMINISTRATOR, 
ON BEHALF OF THE MARITIME ADMINISTRATION AND THE 
DEPARTMENT OF COMMERCE 


Mr. Morse. Our statement this morning has cleared the Bureau of 
the Budget without objection. 

The bill, S. 1833—identical with S. 1878, 83d Congress, as it passed 
the Senate—would amend section 1209 (a) of title XII of the Mer- 
chant Marine Act, 1936, as amended—<Act of September 7, 1950; 64 
Stat. 773—as follows: 

(a) By striking out the clause which limits the amount that may 
be paid in settlement of an insurance claim to the vessel’s “fair and 
reasonable value” as determined by the Federal Maritime Board; 

(6) By limiting the valuation in hull policies to “the amount that 
would be payable if the vessel had been requisitioned for title under 
section 902 at the time of the attachment of the insurance.” 

The CrarrMan. I never was quite clear whether that would be the 
time of the taking out of the insurance. 

Mr. Morse. The time of the attachment, which would mean we 
would issue a binder which merely commits the Government to carry 
war-risk insurance if it eventually arises. 

The Cuairman. It is the time that the so-called binder is attached ? 

Mr. Morsr. No. A binder is merely a commitment to insure. It 
is when war breaks out. 

The Cuarrman. It is the time you actually grab it? 

Mr. Morse. That isright. It is not the time of the loss of the vessel 
but it is the time when the need for war-risk insurance arises. 

(c) By giving the insured the right to reject the valuation within 
60 days after the attachment of the insurance under the policy and 
thereafter, if the vessel is lost, to be paid as a tentative advance 75 
percent of such value, and to sue the United States for just compen- 
sation determined under section 902. 

The CHarrman. Let’s get the record clear on that. As TI recall, if 
they were not satisfied with the amount offered, they could accept 
the 75 percent and then sue for the difference ? 

Mr. Morse. That is the present wording of section 902 of the act. 
As I recall, that was the position which GAO favored in the past 
hearing, and I think Commerce opposed it. We are taking a different 
position at this time. We are going along with the GAO approach, 
tavoring the right: to reject-the tendered value and to sue for section 
902 value. 

The Cuarrman. All right. Will you continue? 

Mr. Morse. (d@) By making inapplicable to court judgments to the 
provisos contained in annual appropriation acts which limit the 
amount which may be paid under insurance policies to just compensa- 
tion under section 902 (a) as interpreted by the General Accounting 
Office, and by requiring premiums to be adjusted on the basis of the 
valuation finally determined by the court. 
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Sections 2 and 3 of the bill would amend sections 902 (c) and 902 
(d) of the 1936 act to make it clear that persons advanced amounts 
on account of just compensation must refund to the United States the 
excess of such amounts over the valuations determined by the court. 

Section 4 would amend all insurance binders issued to date in order 
to conform with the requirements of section 1209 as amended by the 
bill, unless the insured within 10 days after the enactment of the 
bill objects to the amendment. 

The preliminary work necessary to have war-risk insurance im- 
mediately available when its protection is needed for the commerce 
of the United States has been completed. War-risk insurance binders 
have been issued which would protect shipowners and crews in the 
event that commercial war-risk insurance now covering these risks 
is canceled or terminated upon the outbreak of war or threat of war. 

The Cuamman. I understand that the Commerce and the Mari- 
time Administration have now, as you say, completed that project? 

Mr. Morsr. Yes, sir. We have binders outstanding. 

The Cuatrman. So it is all ready in case something happens 4 

Mr. Morse. Yes, sir. All ready, excepting only the determination 
of the value. And we are keeping a running valuation which will 
vary from day to day. 

Under existing law, two ceilings limit the amount that may be paid 
in settlement of a claim for the total loss of a vessel ; that is, the “fair 
and reasonable value” of the vessel, as determined by the Federal 
Maritime Board, and the “just compensi ation value” of the vessel, as 
computed by the Secretary of Commerce in accordance with section 
902 (a) of the Merchant Marine Act, 1936, as that section is inter- 
preted by the General Acounting Office. 

It would facilitate the administration of the war-risk insurance 
program to have one controlling valuation standard for total loss 
purposes to be applied by this Department alone instead of the two 
present stand: rds applied by three Government agencies. 

The bill provides for one standard of valuation— — just compensa- 
tion”—to be applied by the Secretary of Commerce in - prseegwerie 
the total loss value to be stated in the policy. The insured may reject 
the stated value within the specified period of time and receive a 
75-percent advance payment, and sue for just compensation under 
section 902 as determined by the courts. Provision is made for ad- 
justment of premiums and for return of excess advance payment, de- 
pendent upon the value finally detexzmined by the court. 

The Cuarrman. If the bill passes and we have that one standard— 
‘Sust compensation”—and you pay 75 percent on that basis, then they 
go into court ? 

Mr. Morse. Yes, sir. 

The Cuarrman. Which formula will the court apply on the other 
25 percent / 

Mr. Morse. The court will apply the 902 value, which is “just 
compensation” without enhancement due to the necessity for the 
taking. That is spelled out in section 902. 

The CuatrMan. So in effect this would put the governmental valu- 
ation somewhat in line, policywise, with what the courts use as their 
determination if the suit is brought for the other 25 percent? 

Mr. Morse. Yes, sir. That is the intent of the act. And I think it 
is a sound intent for one of several reasons. 
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The Crairman. So then we would have some semblance at least 
of uniformity ? 

Mr. Morse. That’s right. It is happenstance to the owner whether 
the Government requisitions for title at the inception of war, or 
whether it merely requisitions for use. The result to the owner should 
be the same. He shouldn’t receive one value if it is requisitioned 
for title and a different value in the event it is requisitioned for use 
and the vessel is subsequentlv lost. 

In cases where the insured does not reject the valuation, under the 
existing war risk insurance interim binders, although dollar values 
are stated in the binders for the purpose of fixing limits of liability 
for certain tvpes of claims and calculating the premiums, the total loss 
claim is subject to the limitations, not only of section 902 just com- 
pensation valuation provisions, but, under the current maritime activi- 
ties appropriation acts, to section 902 provisions as interpreted by 
the General Accounting Office. Thus. although the insured is required 
to pay premiums based on an “agreed” value, he has no assurance that 
he will be paid that value in the « event of a total loss, and the Govern- 
mert maximum liability is unsettled. Because of this situation as 
to valuation of vessels, for the purpose of fixing premiums and lia- 
bility for total loss, the value must necessarily be left open as provided 
in the present insurance interim binders. 

The bill should be amended to provide that the total loss value of 

each vessel insured under the war-risk insurance program shall be 
specified in the insurance policy by the Secretary of Commerce before 
the insurance attaches, thus fixing finally beyond controversy the 
maximum amount to be paid in the event of a total loss, exc ept where 
the insured rejects, as permitted in the bill, the valuation within the 
specified time of 60 days. 

The CHatrmMan. Suppose he does object. Then what is his 
procedure ? 

Mr. Morse. He rejects the valuation, and when, as, and if there 
is a loss under the policy he is paid 75 percent of the agreed valua- 
tion and he is entitled to go to court to sue for what he claims to be 
just compensation. 

The Carman. Then he goes through the procedure we are talking 
about, the 75 percent, and then the suit, if he wishes? 

Mr. Morse. Yes, sir. And the premium is adjusted upward or 
downward, depending on the amount of the court award. 

The CuHarrmM an. He can accept the valuation and payment, or he 
ean take the other alternative? 

Mr. Morse. That’s right. But he has to make his acceptance or 
rejection within 60 days from the date the value is tendered to him. 

It is recommended, therefore, that the bill be amended as follows: 

Page 2, line 2, strike out lines 3 to 7, inclusive, and insert in lieu 
thereof the following: 

In case of any vessel which is insured under the provisions of this title, 
(A) the policy shall specify a stated amount to be paid in the event of actual 
or constructive total loss, and such stated amount shall not exceed an amount 
determined by the Secretary of Commerce to represent the just compensation 
value of the vessel under section 902 (a) of this act, as amended, and (B) 
the amount of any claim for the actual or constructive total loss of the vessel 


which is adjusted. compromised, settled, adjudged, or paid shall not exceed 
such stated amount. 
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That is the situation where he is tendered a fixed amount and he 
accepts that fixed amount. It fixes the absolute ceiling on his base 
of recovery. Italso spells out that the amount which may be tendered 
by the Secretary of Commerce may, not.exceed section 902-valuation, 
which is without 

The CHamman. That would be a question of opinion whether it 
did or not, wouldn’t it? 

Mr. Morse. Yes, sir. 

The Cuartrman. If the operator thought it didn’t come up to the 
just compensation, then he could follow the procedure of objecting 
to valuation ? 

Mr. Morse. Yes, sir. But it does spell out, purposely spell out, 
the restriction on the Secretary of Commerce, that he may not tender 
a value in excess of what he 

The Cuartrman. It spells out what the Secretary of Commerce 
can do in this matter. 

Mr. Morse. Yes, sir. It limits his freedom of valuation. 

If the proposed amendment is adopted, the insured vessel owner 
will have the right, under the proviso in the bill beginning in line 8 
on page 2, to reject the stated value within 60 days after the attach- 
ment of the insurance under the policy, or within 60 days after deter- 
mination of the value, whichever is later. If the insured so rejects 
stated value and there is an actual or constructive total loss of the 
vessel, the insured will be paid 75 percent of the stated value and 
may sue to recover on the policy aggregate value as the court deter- 
mines would have been payable if the vessel had been requisitioned 
for title under section 902 at the time of the attachment of the 
insurance under the policy. 

In other words, this all dates back to the time when the insurance 
policy attaches. That is the date when the just compensation value 
is to be determined. 

The CuarrMan. And it is also based upon the premise that none 
of us are going to be over 25 percent off one way or another. 

Mr. Morse. It assumes that. 

The CuHarrMan. Yes, it assumes that. 

Mr. Morse. But there is a proviso in there that if the 75 percent 
value is in excess of the court award, there must be a refund to the 
Government. 

Thus, the insured will, in effect, be put in a position similar to that 
of an owner whose vessel has been requisitioned under section 902 of 
the 1936 act, but a premium for the insurance will have been paid to 
the United States, such premium being adjusted on the basis of the 
valuation finally allowed by the court. 

The CHarrmMan. Wait a minute. Right there, and I ask this for 
information: In between the time the valuation is made, and a deci- 
sion by the court, what premium would be paid ? 

Mr. Morse. It will be paid on the—it will be computed on the value 
as tendered. 

The Cuatrman. As tendered ? 

Mr. Morsz. Yes, sir. 

The Cuatrman. If the court decides otherwise ultimately, would 
there be an adjustment in future premiums? 
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Mr. Morse. This would be an adjustment for the entire period of 
coverage, upward or downward, to coincide with the valuation as 
ultimately fixed by the court. 

The CHarrMan. But there would be an adjustment on the total 
payment of premiums up or down if the court finally makes a decision ¢ 

Mr. Morse. Correct. For the entire period. Incidentally, I might 
mention that in World War II our experience on the—the Govern- 
ment’s experience on war risk insurance of a commercial nature, in- 
surance of the property of persons other than the Government, re- 
sulted in a profit to the Government. There was a small profit on the 
war risk hull insurance and a substantially larger profit on the war 
risk cargo insurance. 

But it was a self-liquidating operation as far as the Government 
was concerned. 

That is one of the reasons I favor giving the operator the choice 
between the tendered value and the opportunity to sue for just com- 
pensation. 

The CuarrMan. Let me ask this question. You and I both know, 
but the record ought to be clear: Why does the Government write 
this insurance ¢ 

Mr. Morse. The American insurance market will not pick up war 
risk in the event of war. 

The CHatrmMan. I think that should be clear. We are always 
asked that question, Why are we doing it / 

Mr. Morse. It is my understanding that in World War II the 
American Hull Underwriters carried war risk insurance for the first 
month or so, a short. period of time, and their losses were staggering 
to them and as a result they canceled out all war-risk insurance and 
it had to be picked up by the Government. 

The CuarrMan. Would it be fair to say that after that experience 
the possibility of their entering into writing insurance in the future, 
if there were a future war, would be somewhat nil? 

Mr. Morse. It is quite remote. 

It should be noted that our United States flag merchant marine is 
in a general sense captive property. A ship owner maintains his 
vessels under the United States flag only in accordance with the regu- 
lations, liabilities, and restrictions on the operation, maintenance, and 
disposition of his ships. 

He cannot escape from our laws or our principles of valuation unless 
he separates himself entirely from the United States flag. 

We hold him in our merchant marine in the interest of national 
defense. The owner cannot dispose of his vessels in whole or in part to 
foreign interests nor transfer them to foreign flag without the permis- 
sion of the maritime agency. 

The owner is not able to get the world market value on disposition 
of his vessels and he is unable to protect himself in this respect against 
future contingencies. 

Thus, these matters cannot be examined simply from the viewpoint 
of commercial transactions in which the owner 1s a free agent so far 
as use and disposition of his property are concerned. 

The owner should not be placed in a worse position because we 
requisition for use and not title. He should not be placed in a worse 
position because we choose to keep some vessels in private operation 
rather than requisition all vessels. 
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With respect to the matter of valuations, I would remind the com- 
mittee that in geteral the maritime agency arrived at fair valuations 
which in general were accepted by the insured and that, in the few 

cases where litigation was resorted to, the valuations of the maritime 

agency were consider: ably less than those eventually allowed by the 
courts, even though maritime valuations were higher than the Comp- 
troller General considered proper. 

I would be glad to furnish for the record an up-to-date table of the 
just compensation cases decided by the courts, indicating the amount 
of the owner's claim, just compensation determined by the War Ship- 
ping Administration, and just compensation decided by the court. I 
have a chart here dated March 15, 1954, but I believe it should be 
brought up-to-date. 

The Cuairman. We will put that in the record. What you are 
saying is that the Maritime Board was somewhat in between the 
owner’s idea and the GAO's idea, generally speaking ? 

Mr. Morse. Let’s say it was in between the court’s idea of just com- 
pensation and the ¢ ‘omptroller General's. 

The court awards were approximately 160 percent in excess of the 
WSA’s values, and the GAO values were less than the WSA values. 

Obviously the . nited States must keep ships in operation upon the 
outbreak of war or imminent threat of war, when the private owner 

cannot get war-r wt insurance except at prohibitive rates, if at all. 

Hence the United States has made provision for war-risk insurance 
on ocean shipping. If war continues or ensues and general requisition 
takes place a shipowner will under the 1936 act get just compensation 
for his vessel in event of total loss. The shipowner who keeps his 
vessel going with Government insurance and loses it before general 
requisition “should be permitted to secure just compensation v value 
through court review if he advises within the prescribed time that he 
is not willing to accept the insurance valuation administratively fixed 
in his policy. 

On the other hand, if he does not reject the contract. valuation, he 
should be finally and conclusively bound thereby. 

The proviso beginning in line 23 on page 2 of the bill, in respect of 
suits in court, makes the amount of judgment payable without regard 
to the limitations contained in the several annual appropriation acts 
for maritime activities, beginning with the Third Supplemental Ap- 
propriation Act, 1951. 

Inasmuch as these limitations are repeated in the appropriation act 
annually, it would be appropriate to insert after the word “contained” 
in line 1, page 3, the following: “in the 12th paragraph under the 
heading ‘Maritime activities’ in title I of the Department of Com- 
merce and Related Agencies Appropriation Act, 1956, in the 10th 
paragraph under the heading ‘Maritime activities’ in title III of the 
Departments of State, Justice, and Commerce, and the United States 
Information Agency Appropriation Act, 1955,” and a comma. 

The Cuarrman. Of course, I have always opposed those limitations 
in the Appropriation Committee, of which I am amember, but not with 
much success. We will look this over, you appreciate, but we do have 
another suggestion, that on page 2, beginning with “will be payable,’ 
in line 25, strike out all through “1951”—in other words, strike this 
out, and this is what we would insert, “shall be paid out of funds ap- 
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propriated to the Department of Commerce for maritime activities 
notwithstanding any limitation on the use of any such funds or any 
other provisions of law to the contrary.” 

That would give you some flexibility there. 

Mr. Morse. Yes, sir. 

The CxHarrman. I don’t know whether appropriation limitations 
would supersede that or not. We would have to pose that question. 

Mr. Morse. We are fundamentally opposed to the idea that—I am 
fundamentally opposed—let me put it im the first person—to the idea 
that our agency is unqualified to determine just compensation; that 
GAO is the more appropriate agency to determine what just com- 
pensation is under section 902. My feeling is that if the Appropria- 
tions Committee thinks we are unqualified, they should place this 
activity in some other agency. I think it is beneath the dignity of 
our agency to have that restriction and I know of no similar restric- 
tion on any agency of government. 

The Crarrman. That’s right. 

Mr. Morse. As a corollary amendment to the stated value amend- 
ment above recommended, it is further recommended that in line 1, 
page 3, 3, of the bill, after the word “limitations” there be inserted the 
words: “in clause (a) (2) (B) hereinabove or”. It is not intended 
that the Eaitations Gakiued in the stated value amendment should 
be construed to limit the amount of any judgment obtained by an 
insured who rejects, under the proviso beginning on page 2, line 8, of 
the bill, the stated value authorized by the above amendment, and 
elects to accept the 75-percent portion of the stated value as an advance 
and to sue to recover on the policy the just compensation value of the 
vessel, 

That is merely a technical clarification. 

Under section 1206 of the war risk insurance title, the Secretary of 
Commerce has authority to provide insurance for any person who 
perform services or provides facilities for or with respect to any 
American- or foreign-flag vessel, public or private, against legal lia- 
bilities that may be incurred by such person in connection with the 
performance of such services or the providing of such facilities. 

Insurance has been provided for contractors with the Department 
of the Army to cover legal liability resulting from explosion of ammu- 
nition transported. 

The Secretary of Defense has given an indemnity agreement in con- 
nection with this insurance. There h: as been no claim for losses under 
this insurance. As appears from section 1206, this type of insurance 
may be provided only when the United States is at war or during a 
period of emergency declared by the President. While it has not been 
found necessary to put war risk hull insurance into effect, it has been 
found necessary to provide this legal liability insurance. It is recom- 
mended that section 1206 be amended to provide that such insurance 
shall be available without regard to the existence of a state of war or 
during a period of national emergency. 

The Cuamrman. The bill provides that you can do this prior to that, 
doesn’t it ? 

Suppose a ship is torpedoed out here tomorrow. There has been no 
state of emergency declared, and war has not been declared. 

75183—56 














94 MERCHANT MARINE LEGISLATION 


Mr. Morse. We are referring now not to hull insurance. We are 
referring to war risk insurance provided to contractors with the Gov- 
ernment. 

The Cuarrman. Would the bill allow you to pay that insurance on 
a surprise attack on a merchant ship? 

Mr. Morse. No. Not at the present time. 

The Cuatrman. He would then have to rely upon his own personal 
insurance for that loss, wouldn’t he? 

Mr. Morse. Yes, sir. 

The CHarrmMan. Even though it was done by a person who later. 
became our enemy ? 

Mr. Morse. That is correct. Our binders are merely agreements 
to insure, and until we actually execute the insurance, or announce 
that the war risk insurance is now effective, we have no liability under 
our policy. 

The Cuarrman. I am thinking—I don’t know—if something would 
happen it would happen before there would be a declaration of war, 
and possibly before there would be a declaration of a national emer- 
gency. 

Mr. Morse. At the present time we cannot place war risk hull insur- 
ance until at least there has been a declaration of national emergency. 

The CHairMaANn. The regular insurance would be in effect ? 

Mr. Morse. Commercial war-risk insurance would still be available. 

The Cuairman. Commercial companies would be liable then ? 

Mr. Morse. Yes, sir. 

The CHatrMan. That is why I think this bill is very important, 
because in this day of atomic submarines, that possibly could happen 
long before we got around to getting back here and doing something 
about it legally and technically. 

Mr. Morse. The purpose of the material that I am now reading is 
directed to our authority to write war-risk insurance for contractors 
who have contracts with the Government, moving ammunition and 
things of that sort. We need that authority to continue even during 
peacetime, and not be limited to periods of war or periods when a 
national emergency exists. 

This can be accomplished by eliminating the condition that the 
United States be at war or in a period of declared national emergency. 

The CuarrMan. That is what I was talking about. 

Mr. Morse. This would still leave in effect the requirements that 
the insurance could not be provided unless required in the prosecution 
of war or in connection with national defense and could not be obtained 
at reasonable rates or upon reasonable conditions from the private 
insurance market in the United States. 

The CuHarrMAN. You are speaking now of hull and cargo? 

Mr. Morst. No. ‘These comments are directed only to the war-risk 
insurance for contractors having contracts. 

The CHarrmMANn. Aboard merchant ships? 

Mr. Morse. No. 

The CHARMAN. Any place? 

Mr. Morse. Any place. 

The CHamrMAN. Any place where you may find necessity for their 
use in this particular category ? 

Mr. Morse. No. Take Moran. They may have a contract with 
the Navy to move explosives. They may not be able to get war-risk 
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insurance in the commercial market during peacetime. This par- 
ticular type of insurance is not limited to war-risk insurance. It 1s 
casualty insurance. 

The CuarrMan. You are asking for authority then, as I understand 
it, to be allowed, within your discretion, to issue insurance for people 
engaged in maritime activities of maybe a dangerous nature, where 
they couldn’t get private insurance? 

Mr. Morse. Yes. And restricted to people who are contracting 
with the Government. We have that authority at the present time in 
time of war or in times of declared national emergency. But this 
activity may continue during a normal peacetime. ae 

The Cuairman. You would restrict your sphere of activity to so- 
called maritime groups, wouldn’t you ? 

Mr. Morse. Any restricted under the act. 

The CHatrMAN. There would have to be some connection with 
maritime ? 

Mr. Morse. It is restricted under section 1206 of the act as follows: 

The Secretary is authorized during any time the United States is at war or 
during any period of emergency declared to exist by the President of the United 
States to provide insurance for any person who performs services or provides 


facilities for or with respect to any American- or foreign-flag vessel, public or 
private, against legal liabilities— 

that is what we are talking about, legal liability insurance— 

that may be incurred by such person in connection with the performance of such 
services or the providing of such facilities. 

The CHARMAN. Off the record. 

(Discussion off the record.) 

The CHarrMAN. On the record. 

Even though private legal liability insurance was available, you 
still could issue your insurance under this act, but you would limit 
it to those cases where even though it may be available it couldn’t be 
obtained upon reasonable rates. Obviously if it could not be obtained, 
you would do it. But you also could do it if it can’t be obtained upon 
reasonable rates. 

Mr. Morse. The statute specifically spells out, “* * * and cannot 
be obtained at reasonable rates or upon reasonable conditions from 
approved companies authorized to do insurance in the States of the 
United States.” 

The CHarrMan. So that would give you some flexibility in issuing 
it where the rates were obviously exorbitant or couldn’t be obtained. 

Mr. Morse. Yes, sir. 

The following amendment to section 1206 is recommended : 

Page 6, after line 5, insert the following: 

Sec. 5. The first sentence of section 1206 of the Merchant Marine 
Act, 1936, as amended (46 U. S. C., sec. 1286), is amended by striking 
out the words “during any time the United States is at war or during 
any period of emergency declared to exist by the President of the 
United States.” 

This Department recommends favorable consideration of the bill 
amended as indicated hereinabove. 

The Cuarrman. The last amendment would give you authority at 
any time to do this? 

Mr. Morse. On the legal liability insurance, yes, sir. 








96 MERCHANT MARINE LEGISLATION 


The Cuarrman. But on the other insurance, your authority is 
limited to the periods of emergency in time of war? 

Mr. Morse. On the war risk hull insurance. 

The Cuarrman. Thank you, Mr. Morse. I know you have to get 
away. I have a letter from the Comptroller General on this matter. 
The last paragraph, for those interested, reads: 


S. 18383 accomplishes a twofold purpose of, one, establishing a single stand- 
ard of valuations for vessel war risk insurance purposes and for the requisition 
of vessels by the Government, and two, providing that if the owner of the vessel 
rejects the administrative determination of just compensation, receives 75 per- 
cent and sues the United States, the action in court shall be a de novo pro- 
ceeding so that if the amount already received by the owner exceeds the court’s 
judgment, the Government will recover such excess. Accordingly, we recommend 
favorable consideration of S. 1838. 


Finally we got that out. That will go in the record. 
(The letter is as follows, and also a letter from the Department 
of Justice, dated July 15, 1955 :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 27, 1955. 

DEAR Mr. CHAIRMAN: Reference is made to your letter of April 27, 1955, en- 
closing a copy of S. 1833, 84th Congress, 1st session, entitled “A bill to amend 
the Merchant Marine Act of 1936, as amended,” and requesting our comments 
on the proposed legislation. 

S. 1833 is essentially the same as the substitute bill we proposed in our report 
of June 3, 1953, B. 83676, to your committee on 8S. 1878, 83d Congress, 1st ses- 
sion, copy attached, and to the amended version of S. 1878 which passed the 
Senate on April 19, 1954. The Merchant Marine and Fisheries Committee, 
House of Representatives, did not hold hearings on S. 1878 until August 1954 
and Congress adjourned before final action was taken on that bill. 

S. 1833 accomplises the twofold purpose of (1) establishing a single stand- 
ard of valuations for vessel war-risk insurance purposes and for the requisi- 
tion of vessels by the Government and (2) providing that if the owner of a 
vessel rejects the administrative determination of just compensation, receives 
75> percent thereof, and sues the United States, the action in the court shall 
be a de novo proceeding so that if the amount already received by the owner 
exceeds the court’s judgment, the Government will recover such excess. 

Accordingly, we recommend favorable consideration of S. 1833. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


DEPARTMENT OF JUSTICE, 
July 15, 1955. 
Hon. WARREN G. MAGNUSON. 

DEAR SENATOR: This is in response to your request for the views of the De- 
partment of Justice concerning the bill (S. 1833) “To amend the Merchant Marine 
Act of 1936, as amended.” 

The bill would amend the Merchant Marine Act of 1936 in a number of re- 
spects. Two of the amendments would affect section 902 of the act, as amended 
(46 U.S. C. 1242), relating to determinations of just compensation for requisition 
of vessels. Section 902 (c) relates to the requisition of the use of vessels, and 
section 902 (d) to the requisition of title. 

Both now provide for a determination by the Maritime Commission, for pay- 
meut of 75 percent of that determination if the owner is dissatisfied with it, 
and for suit for the balance. The proposed amendments would provide that the 
7) percent was paid “as a tentative advance only,” and that in the event of 
suit, and if the court should determine that just compensation was less than the 
sum paid, the owner would be required to refund the excess. 

Whether this bill should be enacted involves a question of policy concerning 
which this Department prefers to make no recommendation. 


DIRTRES 











a 


ee ee ee 





MERCHANT MARINE LEGISLATION 97 


The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 
Sincerely, 
WILLIAM P. ROGERs, 
Deputy Attorney General. 


The Cuarrman. Mr. Rice? 


STATEMENT OF ALBERT E. RICE, ASSISTANT GENERAL COUNSEL, 
AMERICAN MERCHANT MARINE INSTITUTE 


Mr. Rice. My name is Albert E. Rice. I am Assistant General 
Counsel of the American Merchant Marine Institute. The American 
Merchant Marine Institute is an organization representing the own- 
ers of a substantial majority of American-flag shipping of all cate- 
gories, dry cargo, liners, contract carriers, industrial carriers, and sub- 
sidized lines. 

We are appearing in support of S. 1833 on war risk insurance. I 
am authorized to say that this testimony has been reviewed by Pacific 
American Steamship Association and the Committee of American 
Steamship Lines who join with us in this position. 

The Cuatrman. You can put all this in the record, where you talk 
about why it should be done. I would rather get down here to page 
2, where you talk about the law. I think we all understand it. 

Mr. Rice. As a result of our experience in World War II, it has 
been recognized by Congress that the national interest requires the 
Government to provide marine war risk insurance at times when pri- 
vate war risk insurance becomes unavailable or prohibitively ex- 
pensive. 

With this need in mind, in 1950 Congress enacted the present war 
risk insurance law, which was continued until 1960 under the exten- 
sion enacted last year. This law authorizes the Secretary of Com- 
merce to provide war risk insurance in a variety of situations, two 
of which, affecting insurance on private vessels, are of importance 
in the consideration of this bill. They are: first, the period after 
the outbreak of a major war but before requisition of private vessels 
by the government, and secondly, the period after requisition. 

In the first situation, private war risk insurance would become 
unavailable as a practical matter within 48 hours, and yet it would 
be imperative at such a time that private operation of vessels con- 
tinue uninterrupted until a decision is made that requisition for gov- 
ernment use is necessary. 

In the second case, after requisition, the owners of vessels are en- 
titled to just compensation in case of a loss and are not directly 
involved in the question of insurance. The amount and type of war 
risk insurance becomes a matter of governmental adjustment. We 
are only concerned, therefore, with the first situation when it is in 
the national interest that privately owned vessels continue to sail the 
seas. 

Under existing law the Secretary of Commerce is permitted to 
provide war risk j insurance during this critical period, but the amount 
of such insurance is fixed by the Secretary as his determination of 
the fair and reasonable value of a vessel at the time the insurance 
becomes effective. There is no adequate remedy for vessel owners 
if such determination is arbitrary, and the suituation is further com- 
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plicated by the fact that riders to recent appropriation bills have 
limited any payments to vessel owners to an amount determined by 
the General Accounting Office to be “just compensation.” The ship- 
ping industry has not, and does not now, ask that war risk insurance 
furnished by the Government be excessive or unreasonable but only 
that they be adequately protected when operating ships at a time when 
such operation is in the best interest of the Nation. 

Asa result of hearings in 1954, this committee reported out S. 1878, 
a bill introduced by Senator Magnuson and amended in accordance 
with recommendations of the General Accounting Office. This bill 
was passed by the Senate, but in the closing days of the session could 
not be considered by the House of Representatives. 

It can, therefore, be said that this bill has previously been approved 
by the General Accounting Office, by this committee, and by the Senate 
of the 83d Congress. 

In reporting this bill to the 83d Congress, this committee stated : 


Your committee is convinced that the shipowner should have the free and 
uninhibited right to a court adjudication of the value of his vessel under either 


a requisition or an insurance transaction. At present he has this statutory right 
only in case of requisition. Accordingly, this bill would provide for such judicial 
adjudication in the case of an insurance transaction also. 

S. 1833 will end the confusing situation as to war risk insurance 
valuation, and will permit a vessel owner who disagrees with the war 
risk valuation determined by the Secretary to ask for a court deter- 
mination of just compensation. As in the case of requisition this 
eee insures that no arbitrary and inadequate payment will re- 
sult. 

In the light of present world conditions, the entire shipping indus- 
try urges that this committee give favorable consideration to S. 1833, 
with one important change. 

Under the present language of S. 1833, vessels built with the aid of 
a construction differential subsidy, and subject to the provisions of 
section 802 of the Merchant Marine Act in the case of requisition, 
would be limited to a war risk insurance valuation computed from the 
war risk insurance valuation equivalent to book value of the vessel, 
that is, construction cost, less construction subsidy, depreciated to the 
date of loss. 

The CuamMan. Let’s get that straight. If the vessel costs $5 mil- 
lion and the construction subsidy was say 214 milion dollars. Sub- 
ject to the provisions of 802, in case it were requisitioned, the insurance, 
as I understand, would be limited to the 2.5 million dollars. 

Mr. Rice. Depreciated. 

The Cuamman. To the 2.5 million dollars depreciated. 

Mr. Rice. Yes, sir. 

The CHatrMan. Suppose that vessel had been out 5 years. You 
would get down to about 1.5 million dollars, speaking generally ? 

Mr. Rice. Yes, sir. 

The CHatrMan. So your insurance would be only $1,500,000 the 
way it is now? 

Mr. Rice. Yes, sir. 

The Cuarrman. Allright. I understand that. 

That is on a vessel that would be, presumably, worth $3,500,000 
after depreciation. 

Mr. Rice. It could be; yes, sir. 
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The Cuatrman. Off the record. 

(Discussion off the record.) 

The CuarrMan. On the record. 

Mr. Rice. As of right now, all the companies are carrying private 
war-risk insurance at a value which they consider their market value. 
If a war breaks out, within 48 hours the private insurance carriers 
have a right to cancel that insurance. 

The CuatrMan. That is the provision in all policies? 

Mr. Rice. That is right, 48 hours. Between that period of can- 
cellation and the time of requisition is what we are talking about. 
This is still a private operation. They are still operating. The Gov- 
ernment hasn’t seen fit for one reason or another to requisition. They 
want the ships going. They have to go. That is the period and the 
only period I am trying to stress. After requisition, whatever insur- 
ance there is, is a Government matter. And these construction dif- 
ferential ships, in case of requisition, would get this depreciated value. 
That is in the law and we are not asking any change. 

The CuatrmMan. You fellows, I understand, are satisfied with the 
equities of the situation under this bill once they are requisitioned ¢ 

Mr. Rice. Yes, sir. We are not trying to change that. 

The CHatrMan. Now, we are talking about the time between the 
cancellation by the private insurance people and the time it may 
take to requisition the ship if it ever is requisitioned ? 

Mr. Rice. Yes. There may not be any requisitioning. All we are 
saying is that during that period the construction differential ship 
should get the same treatment as a vessel built without it. It is still 
a private operation. The important thing is that they are buying 
insurance at a more or less commercial rate. They are paying them 
the value. So that whatever that value is they are paying premiums. 
It is just like in the private insurance market, except they can’t assume 
that risk. They pay whatever the tab is for that coverage. They 
shouldn’t, in that case, be cut down to an artificial valuation which 
is in the law after requisition. That, sir, is the substance of our 
argument. 

The Cuairman. On page 4 you say, “During this period”—that we 
are talking about—“war risk insurance is a real business activity. 
Premiums are paid to the Government, depending upon the risks in- 
volved,” and of course the valuation is set. “Vessels and cargo are 
still a matter of private operation, and if they are to sail there must 
be a fair insurance valuation. It is ridiculous to insist that at the 
time when the national interest requires continuation of all our 
water-borne commerce, one vessel should be able to operate under pri- 
vate ownership, covered by war-risk insurance, equal to its unenhanced 
market value, while another vessel, merely because it was subject to 
section 802, when and if requisition occurred, would have to operate 
with a war-risk valuation based upon a much lower depreciated 
value.” 

Isn’t that the meat of it? 

Mr. Rice. That is it. We don’t think that that distinction has 
been recognized up to now, and we feel that it is one that should be. 

The Cuatrman. Will you go on to finish your statement from there ? 

Mr. Rice. I think most of it is before. I will go on from that next 
paragraph. 
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Although required to replace underwriting which has become too 
risky for limited private resources, war risk insurance is, by no means, 
a governmental gift. That is during this prior period. 

During World War II, premiums on war-risk insurance exceeded 
claims by more than $130, 000,000. In such a situation, it is not un- 
reasonable to provide that an owner who is willing to pay premiums 

calculated on the risk should be able to insure a section 802 vessel 
for the same et ae: market or “just compensation” value as the 
owner of a similar vessel built without construction-differential aid. 

During the critical period prior to requisition, the Government is 
in the same position as any private insurance underwriter. It is 
receiving premiums calcul: ited to cover the costs of whatever claims 
may arise. It is immaterial, therefore, what war-risk valuation is 
established for any vessel as long as such valuation does not exceed 
the ordinary measure of just compensation. 

Accordingly, it is respectfully submitted that S. 1833 be amended 
to provide that during the period of coverage for private operation 
prior to requisition a “section 802 vessel be permitted the same war- 
risk valuation as any other privately owned and operated ship. 

We believe that this pur pose can be achieved simply by amending 
the references to section 902 in section 1 (a) (2) of S. 1833 to specify 
“section 902 (a).” 

We also suggest the following minor clarifying amendments to 
S. 1833: 

1. Section 1209 (a) (1) of the Merchant Marine Act—amend by 
inserting at the beginning thereof the words “Subject to the provisions 
of paragraph 2 of this subsection (a) 

2. Section 1209 (a) (2)—amend by adding the words “as deter- 

mined by the Secretary” after the word “insured” as it first appears 
so that such subsection would read: 








(2} In respect of hull insurance, the valuation in the policy for actual or 
constructive total loss of the vessel insured, as determined by the Secretary, 
shall not exceed * * * 

The CHarmman. Then you suggest a clarified amendment? 

Mr. Rice. Yes, sir. 

The Cuarrman. The Chairman would like to suggest that the Mari- 
time Administration give us their views on this proposed amendment. 

Mr. Rice. I might say that I believe our suggestions could be fitted 
into the amendment proposed by the Maritime Board. 

The Cratrman. I think it is very important that we get this bill in 
its best possible shape, covering all these phases, and as close agree- 
ment as we all can get, because if anything should happen, this is 
going to be the most important bill we have on the books for the mer- 
chant marine. 

Mr. Rice. It certainly is. 

The Crarrman. Particularly with the prospect of underwater war- 
fare, and the prospect of submarines that far exceed expectations, 
atomic submarines. The merchant marine will be in far more peril 
than they were in World War II, and they were in peril then. 

It is vitally important that we have this so there can be no question 
or doubt about it, so we will all know where we stand on it. That is 
why I want all these amendments. There are a lot of technicalities 
involved here. We should come to as close agreement as we all can on 
it because I think we all have the same objective here, the same goal. 
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Mr. Rice. We would like to work with anyone involved on this, 
The Cuarrman. Thank you, Mr. Rice. 
Mr. Stoddard ? 


STATEMENT OF WILLIAM STODDARD, SECRETARY-TREASURER, 
ASSOCIATION OF AMERICAN SHIP OWNERS 


Mr. Sropparp. I am William Stoddard. I am attorney-at-law and 
secretary of the Association of American Ship Owners. 

In view of the fact that this bill, which was approved by the GAO 
in 1954, has now been approved in substance by the Maritime Adminis- 
tration, I think I can dispense with reading this statement, and simply 
urge your very favorable consideration of | this bill as you ‘did in 1954. 

I might make one comment, however, about 2 of the amendments 
proposed here. 

Apparently both Mr. Rice and Mr. Morse thought that section 

1209 (a) (2) was somewhat inadequate. Mr. Rice proposed in this 
last amendment inserting the words “as determined by the Secretary.” 
I hadn’t seen this before but I think it is a good suggestion. The 
Maritime Administration has a somewhat longer alternative which 
I think would be a little redundant and also contains one clause that 
is a little disturbing. 

The Cramman. That is their suggestion on 1209? 

Mr. Stropparp. Yes, sir. 

On page 5 of Mr. Morse’s statement, there is an alternative amend- 
ment to insert in that same sentence where Mr. Rice makes his sug- 
gestion. The thing that disturbs me is that under paragraph B there 
is a limitation on the amount which can be adjusted, compromised, 
settled, and adjudged. 

The CuHatrman. Do you mean where he suggests the amount of 
any claim for actual or total loss of the vessel which is adjusted, 
compromised, settled, adjudged, or paid, shall not exceed such stated 
amounts ? 

Mr. Stropparp. Right. That language, that word “adjudged” is the 
source of much of the confusion we now have in the present law. To 
be sure, in a subsequent amendment, where the right to judicial review 
is set forth, it says “notw ithstanding that paragraph.” But our own 
preference, my own preference, having just reviewed these proposed 
amendments, would be to keep the language as it is in the bill. 

The Cnatrman. Would that leave out “adjudged” ? 

Mr. Sropparp. As in the bill presently, which doesn’t have that 
particular language. 

The CHamman. Does it have “adjudged ?” 

Mr. Sropparp. No, It says “In respect of hull insurance, the valua- 
tion in the policy for actual or constructive total loss of the vessel 
insured, shall not exceed the amount that would be payable if the 
vessel had been requisitioned for title under section 902 at the time 
of the attachment of the insurance under said policy.” 

I would think that was both an authority and a limitation and ade- 
quate, except for the possible addition Mr. Rice suggests, the words “as 
determined by the secretary.” I would think that would be satisfac- 


tory to the Maritime Administration. 

The Cuamman. Of course the word “adjudged,” if the court de- 
cided otherwise, might preclude the secretary from doing anything 
about the payment. 
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Mr. Sropparp. It could be except for some saving language later on. 
I think it is just unnecessary language. It might be confusing. ; 

The Cuairman. The word “adjudged” need not necessarily be in 
there ? 


Mr. Sropparp. No, sir. I would prefer it the way the GAO has pro- 


posed the language, with the possible exception of adding Mr. Rice’s 
amendment. 


The Cuarrman. I wish you would put in the record at this point 
the technical suggestion, and exactly what you have said here, probably 
in much more of a legal way, about a page, so that we will have it before 
us 


Mr. Stopparp. I will be glad to supply that. 

(Mr. Stoddard’s comments dated March 16, 1956, are as follows :) 

(The American Merchant Marine Institute, Inc., also submitted com- 
ments on proposed amendments, dated March 22, 1956, as follows:) 


ASSOCIATION O¥ AMERICAN SHIP OwNERS, 


New York 5, N. Y., March 16, 1956. 
Re War-risk insurance. 


Hon. WARREN G. MAGNUSON, 
United Stutes Senate, 
Washington, D. C. 


DEAR SENATOR MAGNUSON: You will recall at the hearings Tuesday on S. 1833 
that I offered some comments on one of the amendments proposed by the Maritime 
Administration and that you asked*me to embody these comments in a short 
memorandum. 

Enclosed is such a memorandum summarizing our views on this aspect of the 
bill. Should you have any further questions about this, please do not hesitate 
to phone either Mr. Williamson in Washington or me in New York. 

Thank you for your close and courteous attention to our views on this bill. It 
does seem to be the kind of measure in which the Government has as much 
interest at stake as shipowners—as it is manifestly in the interest of both to 
insure continued operation of the American merchant marine at the outset. of 
any war or threat of war emergency. 

Sincerely, 


Wo. I. Sropparp, Secretary. 


COMMENTS ON AMENDMENTS TO S. 1833 PROPOSED BY THE MARITIME ADMINISTRATION 
AT HEARINGS ON MarRcH 13, 1956, BEFORE THE MERCHANT MARINE FISHERIES 


SUBCOMMITTEE OF THE SENATE COMMITTEE ON INTERSTATE AND ForREIGN Com- 
MERCE 


S. 1833 would amend section 1209(a) of the Merchant Marine Act, 1936 by 
adding a new paragraph (2) beginning as follows: 

“(2) In respect of hull insurance the valuation in the policy for actual 
or constructive total loss of the vessel insured shall not exceed the amount 
that would be payable if the vessel had been requisitioned for title under sec- 
tion 902 at the time of the attachment of the insurance under said policy.” 

The Maritime Administration proposed at the Senate hearings that the fol- 
lowing be substituted for the foregoing: 

“(2) In ease of any vessel which is insured under the provisions of this 
title, (A) the policy shall specify a stated amount to be paid in the event 
of actual or constructive total loss, and such stated amount shall not ex- 
ceed an amount determined by the Secretary of Commerce to represent the 
just compensation value of the vessel under section 902(a) of this act, as 
amended, and (B) the amount of any claim for the actual or constructive 
total loss of the vessel which is adjusted, compromised, settled, adjudged, 
or paid shall not exceed such stated amount.” 

It is submitted that the present language of S. 1833, which was proposed by 
the General Accounting Office in 1954, establishes all the necessary authority 
for the Maritime Administration to specify a stated value in its policies and 
while at the same time it establishes a firm limit on the amount of the policy 
value permitted. 

Proposed clause (A), on the other hand, imposes unnecessary rigidity which 
might prove unworkable. Suppose, for example, that the Comptroller General 
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took exception to the Maritime Administration’s valuation, as he can continue to 
do under the bill? (The only relief from the Comptroller General’s veto power 
in the bill is in the case of a judicial determination.) In that event an impasse 
would develop which might prevent or delay the Maritime Administration from 
specifying a “stated amount.” Under its proposed amendment there might there- 
fore be some question at to whether a policy could be issued and binding even 
for an open “just compensation” value, until the disagreement between the Mari- 
time Administration and the Comptroller General was resolved. 

Moreover, it may take the Maritime Administration months or even years 
after an emergency to work out to its satisfaction a schedule of just compensa- 
tion values for all the variety of vessels in the American merchant marine. In 
the meantime, pending the specifying of such values, binding insurance policies 
would be of the highest urgency to insure continued operation of American-flag 
vessels. 

Clause (B) would limit to the stated amount in the policy “the amount 
of any claim * * * which is adjusted, compromised, settled, adjudged, or 
paid * * *.” To prevent a court judgment from being so limited upon a suit 
by a dissatisfied shipowner, the Maritime Administration proposes the insertion 
of a saving clause in the second proviso to clause (B) providing that— 

“the amount of the judgment will be payable without regard to the limita- 
tions in clause (a) (2) (B) hereinabove * * *.” 

This clause (B) appears to be unnecessary, unworkable, and confusing. It 
is unnecessary because the present language in the bill clearly prohibits the 
issuance of policies in amounts in excess of section 902 just compensation. It 
is unworkable where no stated amount may have been fixed in the policies 
because of delays or disputes between the Maritime Administration and Comp- 
troller General. We submit that the limitation on an adjustment, compromise, 
settlement, judgment, or payment should not be fixed at the so-called stated 
amount—which may or may not be stated—but rather it should be fixed at the 
just compensation value. It is so fixed under 8. 1833 by the clear limitation to 
just compensation value determined in accordance with section 902. 

Should any clarification be desirable as to the agency who in the first instance 
should determine the insured values, perhaps clause (B) should be amended by 
adding the italicized words below: 

“(B) In respect to hull insurance, the valuation in the policy for actual 
or constructive total loss of the vessel insured shall not exceed the amount 
as determined by the Secretary of Commerce that would be payable if the 
vessel had been requisitioned for title by section 902 at the time of the attach- 
ment of the insurance under said policy.” 


AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D. C., March 22, 1956. 
Subject: War-risk insurance. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 


Dear SENATOR MaGnuson: At the hearing on §S. 1833, you requested that the 
various parties attempt to coordinate their views on the proposal for amending 
the war-risk insurance law. 

We have examined the recommendations of Mr. Morse and believe many of 
them should be adopted. As shown in the attached suggestions for amendment 
of the bill, we do not believe, however, that all his suggestions with respect 
to the fixing of a stated valuation in the war-risk policy are necessary or prac- 
ticable. We have attempted to use all suggestions which we feel are adminis- 
tratively feasible. 

You will recall that we submitted that vessels built with a construction- 
differential subsidy should be entitled to a “just compensation” insurance valua- 
tion during the limited period of private operation prior to requisition. Sub- 
sequent to the hearing we learned of the criticism that our proposal would 
permit a recovery with respect to the amount of value of a section 802 vessel 
represented by the construction subsidy. Although we continue to feel that 
such a result is not unreasonable under all the circumstances involving private 
operation of vessels in the national interest with the payment of compensaicry 


war-risk insurance premiums, we have modified our suggestions to meet this 
criticism. 
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We are enclosing supplementary suggestions for amendment of S. 1833 and 
respectfully request that this be made a part of the record for consideration by 
your committee. 

We would also like to stress once again that the limitations in the present 
appropriation acts, if continued, would negate any future benefit from the 
war-risk insurance law as now proposed unless continual amendments are made 
to exclude their application. We earnestly recommend that all efforts be made 
to eliminate reference to insurance in the limitations of appropriation acts. 
Sincerely yours, 










ALvIN SHAPIRO. 






SUPPLEMENTARY PROPOSAL BY AMERICAN MERCHANT MARINE INSTITUTE, INC., FOR 
AMENDMENT OF 8.1833 (84TH CONG., 2p SEss.) 






WAR-RISK INSURANCE 











It is recommended that section 1209 (a) be amended to read as follows: 

“(a) (1) Subject to the provisions of paragraph 2 of this subsection (a), the 
Secretary, in the administration of this title, may issue such policies, rules, and 
regulations as he deems proper and may adjust and pay losses, compromise and 
settle claims, whether in favor of or against the United States, and pay the 
amount of any judgment rendered against the United States in any suit, or the 
amount of any settlement agreed upon, in respect of any claim under insurance 
authorized by this title. 

“(2) In respect of hull insurance, the valuation in the policy for actual or 
constructive total loss of the vessel insured shall be a stated valuation deter- 
mined by the Secretary to represent the amount that would be payable if the 
vessel had been requisitioned for title under section 902 (a) at the time of the 
attachment of the insurance under said policy: Provided, however, That in the 
ease of a construction-subsidized vessel, the valuation so determined shall not 
include the depreciated amount of the construction-differential subsidy paid with 
respect to the vessel: And provided further, That the insured shall have the 
right within 60 days after the attachment of the insurance under said policy, or 
within 60 days after determination of such valuation by the Secretary, which- 
ever is later, to reject such valuation, but shall continue to pay premiums upon 
such valuation at the rate provided for in said policy. 

“In the event of the actual or constructive total loss of the vessel, if the insured 
has so rejected such valuation, the insured shall be paid, as a tentative advance 
only, 75 percent of such valuation so determined by the Secretary, and shall be 
entitled to sue the United States in a court having jurisdiction of such claims to 
recover such valuation as would be equal to the just compensation which such 
court determines would have been payable if the vessel had been requisitioned 
for title under section 902 (a) at the time of the attachment of the insurance 
under said policy: Provided, however, That in the case of a construction-subsi- 
dized vessel, the valuation determined by the court as such just compensation 
shall not include the depreciated amount of the construction-differential subsidy 
paid with respect to the vessel: And provided further, That in the event of an 
election by the insured to reject the stated valuation fixed by the Secretary and 
to sue in the courts, the amount of the judgment will be payable without regard 
to the limitations contained in the 12th paragraph under the heading ‘Maritime 
Activities’ in title I of the Department of Commerce and Related Agencies 
Appropriation Act, 1956, in the 10th paragraph under the heading ‘Maritime 
Activities’ in title III of the Departments of State, Justice, and Commerce, and 
the United States Information Agency Appropriation Act, 1955, in the 11th 
paragraph under the heading ‘Maritime Activities’ in title III of the Depart- 
ments of Justice, State, and Commerce Appropriation Act, 1954, the 10th para- 
graph under the heading ‘Operating Differential Subsidies’ in title II of the 
Independent Offices Appropriation Act, 1953, the corresponding paragraphs of 
the Independent Offices Appropriation Act, 1952, and the Third Supplemental 
Appropriation Act, 1951, although the excess of any amounts advanced on 
account of just compensation over the amount of the court judgment will be 
required to be refunded. In the event of such court determination, premiums 
under the policy shall be adjusted on the basis of the valuation as finally deter- 
mined and of the rate provided for in said policy.” 


(Thereupon, the committee proceeded to the consideration of other 
business. ) 
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TUESDAY, MARCH 13, 1956 


Unirep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForeiGN COMMERCE, 
SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10 a. m., in room G-16, 
United States Capitol, the Hon. Warren G. Magnuson (chairman) 
presiding. 

Present : Senator Megnuson (chairman). 

Also present : Harold I. Baynton, acting counsel, and A. J. Bourbon, 
professional staff member. 

The Cuarmman. We now have before us S. 3223, a bill to amend 
section 206 of the Merchant Marine Act, 1936, as amended, relating 
to the construction revolving fund, and S. 3224, a bill to amend sec- 
tion 206 of the Merchant Marine Act, 1936, to provide for the sale of 
ship mortgages, and for other purposes. 

(S. 3223 and S. 3224 are as follows :) 


[S. 3223, 84th Cong., 2d sess.] 


A BILL To amend section 206 of the Merchant Marine Act, 1936, as amended, relating 
to the construction revolving fund 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 206 of the Merchant Marine Act, 
1936, as amended (46 U. 8S. C. sec. 1116), is amended, effective from and after 
July 1, 1955, to read as follows: 

“Sec. 206. There is hereby established in the Treasury a maritime construc- 
tion fund which shall be maintained as a revolving fund and which shall be 
used by the Secretary of Commerce in carrying out the provisions of title V 
and title VII (except section 708) and sections 212 (c), 215, and 902 of this Act, 
as amended, and the Act of Congress, approved August 9, 1954 (Public Law 569, 
Kighty-third Congress). There shall be deposited in that fund all moneys re- 
ceived after June 30, 1956, from the proceeds of notes, mortgages, and other 
evidences of indebtedness, proceeds of sales of ships and surplus property, in- 
cluding proceeds of notes or other evidences of indebtedness taken therefor and 
the interest thereon, money from the operation or leasing of lands, docks, wharves, 
piers, or real property under the maritime jurisdiction of the Secretary, and 
such sums as may be appropriated from time to time by Congress for carrying 
out the provisions of titles V and VII (except section 708) and sections 212 (c), 
215, and 902 of this Act, as amended, and Public Law 569, Eighty-third Congress. 
All disbursements made by the Secretary under authority of this Act, as amended 
and supplemented, for the purposes of those provisions of law, shall be made 
from the construction fund.” 

Section 209 (a) of such Act, as amended (46 U. S. C. sec. 1119), is amended 
to read as follows: 

“Sec. 209. (a) There are hereby authorized to be appropriated such sums as 
may be necessary to carry out the provisions of this Act, as amended and supple- 
mented. Obligations for administrative expenses shall not be incurred except 
pursuant to appropriations therefor or to authority to use appropriations or 
other funds otherwise available therefor.” 
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[S. 3224, 84th Cong., 2d sess.] 





A BILL To amend section 206 of the Merchant Marine Act, 1936, to provide for the sale 
of ship mortgages, and for other purposes 







Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 206 of the Merchant Marine Act, 
1936, as amended (46 U. 8S. C. 1116), is amended by inserting “(a)” after the 
section designation and by inserting at the end of the section a new subsection to 
read as follows: 

“(b) (1) The Secretary of the Treasury is authorized to sell or assign, under 
such rules and regulations as the Secretary of the Treasury and the Secretary 
of Commerce may jointly prescribe, at a price not less than the unpaid principal 
and accrued interest, at public or private sale after not less than sixty days’ 
notice to the debtor of any proposed sale, the whole or any part of bills, notes, 
mortgages, debentures, or other evidences of indebtedness to the United States, 
or debts to the United States, which the United States has acquired or acquires 
through the sale of vessels under the Merchant Marine Act, 1936, the Merchant 
Ship Sales Act of 1946, and other statutes administered by the Secretary of 
Commerce. Negotiable bills and notes sold under this subsection shall be 
endorsed by the United States with recourse against the United States, or pay- 
ment thereof with interest shall be guaranteed by the United States. Payment of 
the principal, with interest, of other bills, notes, mortgages, debentures, and other 
evidences of indebtedness, or the debts, sold or assigned under this subsection, 
shall be guaranteed by the United States. 

“(2) The regulations issued under this subsection may provide that: (A) the 
mortgages or other security for the payment of the bills, notes, or other evidences 
of indebtedness, or the debts, sold, or assigned under this subsection, shall be 
assigned to the purchaser or assignee of the instrument of indebtedness it secures ; 
or (B) the Secretary of Commerce acting through the Maritime Administration 
shall, at the time the bill, note, or other evidence of indebtedness, or the debt, 
is sold or assigned, declare the United States to be trustee of the mortgage or other 
security for payment, for itself and for subsequent holders of the instrument or 
assignees of the indebtedness, to exercise in its absolute discretion, and to 
exclude the holder of the note or assignee of the indebtedness from exercising, 
the rights, powers, privileges, and remedies of the mortgagee or other secured 
person, or their assignees, under the mortgage or other security for payment; 
or (C) the purchaser, or assignee, of the bill, note, or other evidence of indebted- 
ness, or the debt, shall irrevocably appoint the United States, represented by 
the Secretary of Commerce acting through the Maritime Administration, cus- 
todian of the mortgage or other security and its agent to exercise on its behalf, 
and on behalf of its assignees or transferees, in the absolute discretion of such 
agents, the rights, powers, privileges, and remedies of the person secured under 
the mortgage or other security, and that the said purchaser or assignee shall 
promise, on behalf of itself and its assignees and transferees, not to exercise 
such rights, powers, privileges, and remedies except through such agent. 

*“(3) The proceeds of sale of the bills, notes, mortgages, debentures, and other 
evidences of indebtedness, or the debts, sold under this subsection shall be 
deposited in the construction fund created under this section.” 


The CratrmMan. This is an old matter before the committee. I 
don’t think we need to burden each other by listening to each other 
on this. We know each other’s views. The Maritime Administrator 
wants to submit his statement, which we have. The same is true for 
the sale of ship mortgages. I think the committee is somewhat 
familiar with that matter, too. 

If you will submit your statements the record will be clear on both 
mafters. 

(The statements of Clarence G. Morse, Maritime Administrator 
on S. 3223 and S. 3224, and Alexander Purdon, Executive Director, 
Committee of American Steamship Lines on S. 3223 and S. 3224, are 
as follows :) 
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STATEMENT OF ALEXANDER PuRDON, Executive Drrector, CoMMITTEE OF AMERICAN 
STEAMSHIP LINES, BEFORE THE SUBCOMMITTEE ON MERCHANT MARINE AND 
FISHERIES OF THE COMMITTEE ON INTERSTATE AND ForREIGN COMMERCE ON THE 
BILLs 


The Committee of American Steamship Lines (CASL), whose membership 
eonsists of 15 United States-flag steamship companies operating 295 vessels on 
27 essential foreign trade routes under operating-differential contracts with the 
Federal Maritime Administration, appears here today in connection with Senate 
bills S. 83223 and S. 3224. 

We are authorized to state that the American Merchant Marine Institute and 
the Pacific American Steamship Association concur in our views on these bills. 

About a year ago our organization, at the request of the Maritime Admin- 
istrator, prepared a report which evaluated some of the major problems con- 
fronting both industry and Government in the rebuilding of our dry-cargo 
merchant fleet. That report estimated the net ship replacement cost to the 
subsidized operators as of December 31, 1952, as being in excess of $1,600,000,000. 

Subsequently, our vessel replacement committee developed an outline of the 
principles essential to a vessel construction program which, by its sheer magni- 
tude, places tremendous burdens upon both industry and Government. Our 
efforts in this outline of principles were mainly directed at eliminating or 
reducing some of the problems faced by the ship operator, particularly in the 
terms of the operating differential subsidy agreement. 

In the course of the past year several member lines undertook individual 
negotiations with the Maritime Administration leading toward a crystalization 
of their individual vessel replacement programs. Today, four of these com- 
panies: Grace Lines, Inc., American President Lines, Moore-McCormack and 
Oceanic Steamship Co., have agreements with the Government calling for the 
construction of new vessels at a total cost of $875 million. Currently, other 
lines have been, and still are, discussing similar objectives. 

We favor Senate bill S. 3223 for these reasons: 

1. Section 206 of the Merchant Marine Act of 1936 currently sanctions the 
construction revolving fund. Thus, the legal vehicle to carry out the program 
authorized by S. 3223 already exists. The primary reason for new legislation 
is the rider which was attached to the Independent Office Appropriation Act of 
1948 and subsequent appropriation acts requiring all receipts to be covered into 
the Treasury as miscellaneous receipts. As a result, the amount of Government 
aid required for vessel construction appears much greater than it actually is, 
since it depends solely upon the annual appropriation. It is judged as an 
expenditure with no credit given for the substantial return to the Government 
from mortgage payments, interest, etc. The appropriation appears to be the 
cost when actually the true cost is much less. 

It is not contended that the reestablishment of the revolving fund will reduce 
the cost to Government. But it will provide a fairer and more understandable 
basis on which the real cost can be determined. Had the fund been continued 
there would now be a very substantial amount of money available for ship 
construction. 

With certain receipts deposited in this fund, both the Maritime Administration 
and the industry would be enabled to program construction with increased 
assurance that funds for the Government share of ship construction cost would 
be available when required. Granted that we are entering a period when the 
requirements for construction funds will be increasing rapidly while the monies 
available for deposit may be more limited, there still will be substantial returns 
to the Treasury which can, and should, be deposited in a revolving fund. 

We reiterate that both Government and the Industry are facing some stagger- 
ing expenditures for vessel construction. The existence of the revolving fund 
will in a sense cushion the impact. It will not be of direct benefit to the ship 
operator except as has been stated to make the Government’s share more readily 
available. It will not increase the Government’s participation. 

2. The necessity for reestablishment of the construction revolving fund au- 
thorized by S. 3228 was clearly recognized in the Maritime Subsidy Policy 
Report prepared by the Office of the Under Secretary of Commerce for Trans- 
portation in April of 1954. From this comprehensive study of maritime prob- 
lems one of the important recommendations to emerge was: 

“OC. Construction Revolving Fund.—The revolving fund authorized under 
section 206 of the Merchant Marine Act, 1936, as amended should be made 
available for use in connection with ship construction, conversion, better- 
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ments, research and development. There should be authorized for deposit 

in this fund (1) appropriations for ship construction; (2) receipts from 
sale of ship mortgages; (3) interest and principal payments on ship mort- 
gages owned by the Government; and (4) sale and charter receipts. Re- 
ports on the activities with respect to the source and application of such 
funds should be made periodically to Congress.” 

This recommendation also includes a provision for the sale of ship mortgages 
as proposed in 8S. 3224 which is also before your Committee for consideration. 

Obviously, the sale of ship mortgages under S. 3224 would be an important 
factor in building up the capital of the reestablished revolving fund. In a sense, 
it would prime the pump. This is a desirable objective if the fund is to be of 
assistance in financing some of the programs now getting under way. 

The attractiveness of these mortgages, providing as they do a return of 3% 
percent, is materially enhanced by the fact that— 

“Payment of the principal with interest, of other bills, notes, mortgages, 
debentures, and other evidence of indebtedness, or the debts, sold or as- 
signed under this subsection shall be guaranteed by the United States.’ * 

It is our understanding that these will be 100 percent guarantees. 

We note also, that the regulations issued in connection with the sale of mort- 
gages may provide that the purchaser or assignee shall appoint the Maritime 
Administration its agent and shall not attempt to exercise on its own behalf the 
rights, powers, privileges and remedies of the person secured under the mortgage 
or other security. This provision is particularly important to us since it assures 
the continuance of the working relationships with the Maritime Administration 
which have proved quite satisfactory in the past. 

Essentially, however, the sale of mortgages now held by the United States 
Government is a matter of internal fiscal policy. The basic decisions as to the 
desirability and practicability of this program must be made within Govern- 
ment. We shall, therefore, limit our remarks on it to these observations. 

We favor the reestablishment of the construction revolving fund. We believe 
that it will contribute to the attainment of an orderly replacement program. 

Thank you for this opportunity to express the views of the industry on these 


important proposals. 


STATEMENT BY CLARENCE G. MORSE, MARITIME ADMINISTRATOR, ON BEHALF OF THE 
MARITIME ADMINISTRATION AND THE DEPARTMENT OF COMMERCE, BEFORE THE 
SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES OF THE COMMITTEE ON 
INTERSTATE AND FOREIGN COMMERCE, UNITED STATES SENATE, Marcu 13, 1956 


Gentlemen, section 206 of the Merchant Marine Act, 1936, as amended, pro- 
vides that all funds and all appropriations are to be made to the construction 
revolving fund, and that all expenditures are to be made therefrom. Upon 
termination of the World War II operations of the War Shipping Administration 
and the Maritime Commission, the revolving character of the fund was abol- 
ished by provisions in the annual appropriation acts for maritime activities 
requiring all receipts to go into the miscellaneous receipts of the Treasury, and 
limiting expenditures and obligations to the specific authorization fixed in the 
annual appropriation acts. Previously, only administrative expenses were re- 
quired to be included in annual appropriations. However, the practice had been 
to provide funds for maritime activities through annual appropriations, which 
took into account the funds available in the construction fund. 

The bill, S. 3223, would amend section 206 of the 1936 act to restore subject 
to certain limitations the revolving character of the construction fund. As 
proposed to be amended, it would limit the use of the fund to the activities of 
the maritime agencies under title V (construction-differential subsidy) and 
title VII (Government construction and charter), and sections 212 (c), 215, 
and 902 of the act (relating to plans for economical construction of vessels 
and machinery, acquisition of vessels, and requisition and operation of vessels 
in war and emergency). The fund would also be available for the emergency 
foreign merchant vessel acquisition and operation act of August 9, 1954 (Public 
Law 569, 83d Cong.; 68 Stat. 675). 

The amendment to section 209 (a) would incorporate in the 1936 act the re- 
quirement as to annual appropriation for administrative expenses found in the 
Second Deficiency Act, 1988 (52 Stat. 1114 at 1119; 46 U. 8. C. 1111 (a)). 


‘See. 206 (b) (1), p. 2, lines 14 through 17, S. 3224. 
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A long-range shipbuilding program is essential to the development and main- 
tenance of an American merchant marine adequate for the needs of national 
defense and commerce of the United States. Such a program is possible of 
accomplishment only through the combined efforts of shipowners, shipbuilders, 
and the Government. The construction revolving fund was of importance in 
establishing a long-range national policy for the merchant marine. The bill, 
§. 3223, would restore the original concept of the 1936 act for ship construction, 
conversion, betterments, research, and development. Under the revolving fund 
reestablished by the bill, the interest and payments on notes, mortgages, and 
other evidences of indebtedness and proceeds of sales of ships and surplus prop- 
erty would be deposited in the revolving fund. The bill, S. 3224, would provide 
that there be deposited in the construction revolving fund receipts from the sale 
of ship mortgages authorized to be sold under that bill. 

We believe that, with the developments and progress made in the past year 
with respect to the replacement program of the steamship lines holding oper- 
ating-differential subsidy contracts with the Government, we are arriving at a 
phasing of the shipbuilding on a more regular annual basis with a long-range 
view. We have negotiated standby contracts with some operators in advance 
of the present operating subsidy contract expiration dates. This program per- 
mits advance plans for construction of replacement ships to be covered by the 
new operating subsidy contracts. The replacement programs are being sched- 
uled with a view toward overcoming the problem of block obsolescence and the 
problem of leveling out the construction in the shipyards. These programs 
involve both acceleration and deceleration of the replacement of ships becoming 
20 years of age. Five contracts have been signed providing for long-range 
replacement programs. 

As of February 1, 1956, there were 34 ships being constructed, reconditioned, 
or converted in our shipyards or on order. This work stems from the fiscal years 
1955 and 1956 ship construction programs. These ships, which include six 
passenger ships, represent a total of about $350 million of shipyard work, not 
including over $12 million worth of repair work on the Navy auxiliary type ships 
in our reserve fleets. 

The current picture and prospects indicate to us that we are well started 
on a program of activity in the shipyards which has put substantially more men 
to work than at the low ebb of ship work in 1955. While we have not approached 
the employment roll desirable in the national security interest, we are moving 
forward. In view of the progress being made, the need for revival of the revolv- 
ing fund is not as acute as a year ago. 

The Executive Office of the President, Bureau of the Budget, has advised 
that the enactment of this bill to establish the construction revolving fund 
would not be in accord with the program of the President. The Budget 
Bureau states its belief that revolving funds should generally be limited to. 
business type operations where receipts from such operations approximate 
expenditures, and that the proposed construction revolving fund does not 
meet these criteria in that it would finance a subsidy program rather than a 
business type operation and receipts could not be expected to cover expenditures. 
The Bureau of the Budget further states that a program involving Federal 
subsidies should be subject to normal annual budgetary review, and that after 
a short period the bulk of ship construction financing would have to come from 
direct appropriations, so that the claimed benefits of legislation—flexibility 
and stability for long-term contract by arrangements—would be short-lived. 


STATEMENT BY CLARENCE G. Morse, MARITIME ADMINISTRATOR, ON BEHALF OF THE 
MARITIME ADMINISTRATION AND THE DEPARTMENT OF COMMERCE, BEFORE THE 
SURCOMMITTEE ON MERCHANT MARINE AND FISHERIES OF THE COMMITTEE ON 
INTERSTATE AND FOREIGN COMMERCE, ON THE BILL, MArcH 13, 1956 


Gentlemen, section 206 of the Merchant Marine Act, 1936, provides that the 
proceeds of all debts, accounts, choses in action, notes, mortgages, and other 
evidences of indebtedness, and of certain other property transferred to the Mari- 
time Commission by the act shall be deposited in the Treasury of the United 
States and there be maintained as a revolving fund, designated as the con- 
struction fund, and shall be available for expenditure by the Commission. Sec- 
tion 206 further provides that all moneys received by the Commission under the 


75183—56——8 





110 MERCHANT MARINE LEGISLATION 


act shall be deposited in the construction fund. The act does not authorize 
the sale of the notes or indebtedness, and it is therefore necessary to wait until 
the notes or indebtedness are paid in accordance with their terms, before their 
proceeds may be deposited in the fund. 

The construction fund has been rendered inoperable in recent years by a 
provision repeated in the annual appropriation acts which provides that moneys 
otherwise required by section 206 of the act to be deposited in the construction 
fund shall be covered into the Treasury as miscellaneous receipts. Section 12 (d) 
of the Merchant Ship Sales Act of 1946 provides that all moneys received by the 
Commission under that act shall be deposited in the Treasury to the credit 
of miscellaneous receipts. The bill, S. 3223, would provide for the restoration 
of the basic legislative character of the construction revolving fund of the 1936 
act, so that it would operate as originally designed. 

The bill, S. 3224, would amend section 206 of the 1936 act to include among 
the property whose proceeds shall be deposited in the construction fund the 
notes and debts acquired through the sale of vessels under the Merchant Ship 
Sales Act of 1946, and other laws, and to permit all notes and debts acquired 
through the sale of ships to be sold and their proceeds deposited in the con- 
struction fund rather than waiting until the notes and debts are paid before 
deposit can be made. 

S. 3224 provides that negotiable notes that are sold shall be endorsed with 
recourse against the United States, and that payment of all other indebtedness 
sold thereunder shall be guaranteed by the United States. The bill also provides 
that the mortgages securing the notes or indebtedness may be retained by the 
United States as trustee or agent. This provision would relieve the purchaser 
of the duty of servicing the mortgage. The United States would preserve and 
protect the mortgage. If the debtor defaults and the holder or assignee of the 
note or indebtedness seeks payment from the United States under its endorse- 
ment or guarantee, the United States would seek to realize the maximum amount 
under the mortgage. Those provisions are designed to attract the highest price 
for the notes and indebtedness, and at the same time to protect the national 
interest in connection with conditions and limitations applicable to the ships sold 
by the United States. 

The Executive Office of the President, Bureau of the Budget, has advised the 
Department of Commerce that the Bureau generally favors sale of Government- 
held mortgages in order to replace Government financing with private financing, 
but, that the bill would not provide for a true sale, since both the risk of loss and 
the responsibility for servicing the mortgage would remain with the Government, 
and that the requirement that the mortgages be sold at or above par value might 
unnecessarily restrict their marketability. The Budget Bureau further advises 
that, if the proposed bill were amended to provide for (a) transfer to the 
purchaser of at least some portion of the risk and administrative costs, (b) 
greater flexibility in sale price to permit sale below par, when necessary, and (Cc) 
deposit of proceeds from sales into miscellaneous receipts of the Treasury, there 
would be no objection to consideration of the measure. 

If the committee desires to consider an amended bill, which would comply 
with these recommendations, we will be pleased to furnish such technical assist- 
ance in that respect as the committee may indicate. 

The CuHarrMan. We will recess until tomorrow afternoon when the 
ore-carrier matter will be considered. 

(Whereupon, at 12: 15 p. m., the committee was adjourned, to recon- 
vene Wednesday, March 14, 1956.) 

(Reports from the Department of Justice on each bill, dated March 
19, 1956, are as follows:) 

Makcu 19, 1956. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Deak SENATOR: This is in response to your request for the views of the De- 
partment of Justice concerning the bill (S. 3224) “To amend section 206 of 
the Merchant Marine Act, 1936, to provide for the sale of ship mortgages, and 
for other purposes.” 





MERCHANT MARINE LEGISLATION 111 


The bill has been examined, but since the subject matter thereof is not related 
to any of the activities of the Department of Justice, we would prefer not to 
offer any comment concerning it. 

Sincerely, 
WILLIAM P. ROGERs, 
Deputy Attorney General. 


MakcuH 19, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 

DEAR SENATOR: This is in response to your request for the views of the 
Department of Justice concerning the bill (S. 3223) “To amend section 206 
of the Merchant Marine Act, 1936, as amended, relating to the construction 
revolving fund.” 

The bill has been examined, but since the subject matter thereof is not related 
to any of the activities of the Department of Justice, we would prefer not to 
offer any comment concerning it. 

Sincerely, 
WILLIAM P. RocGers, 
Deputy Attorney General. 
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DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 


March 29, 1956. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, United States 
Senate, Washington, D. C. 

DEAR Mr. CHAIRMAN: You requested our views on amendments proposed in con- 
nection with the hearings on S. 1833, March 138, 1956, by the American Merchant 
Marine Institute and the Association of American Ship Owners. 

One of the proposed amendments by the institute (statement by Albert E. 
Rice) would provide that during any period of private operation prior to requisi- 
tion, a section 802 vessel (i. e., one built with construction subsidy) should be 
allowed the same war-risk insurance valuation as any other privately owned 
and operated ship. We are opposed to this amendment. We supported by our 
testimony the principle and policy that in time of war or national emergency a 
shipowner whose vessels are insured by the Government should be allowed pay- 
ment on account of total loss on the same basis as an owner whose vessel is 
requisitioned. We believe that this principle should be applied to all cases of 
war-risk insurance total losses on the same basis as it is applied under section 
902 to total loss cases of vessels requisitioned for title. 

Referring to the amendment proposed by the institute to section 1209 (a) (1) 
of the 1936 act, to insert at the beginning thereof a clause reading: “Subject to 
the provisions of paragraph 2 of this subsection (2),” we consider that this 
amendment is unnecessary inasmuch as all of the sections and subsections of the 
act are read together in the application and interpretation thereof. To insert 
such a provision would only create doubt and confusion as to the application and 
interpretation of other provisions of the law not prefaced by similar clauses of 
reference to related provisions. 

With respect to the amendment proposed to section 1209 (a) (2) in the bill 
to insert “as determined by the Secretary,’ your committee has before it the 
proposed Commerce Department amendment of section 1209 (a) (2) of the 
bill, wth Budget Bureau approval, to provide specifically and clearly for determi- 
nations of stated value in the policies, and our amendment places the determina- 
tion of such values in the Secretary of Commerce. If the insured, as proposed 
in the bill, is to have the right within the specified period to reject the insurance 
valuation determined by the Secretary of Commerce, it must be made very clear, 
as We propose in our amendment that, if the insured does not reject the valuation 
determined by the Secretary in the specified period, he must be bound by the 
valuation as found by the Secretary of Commerce. Furthermore, the bill (sec. 
1209 (a) (2)) without our amendment would repeal essential provisions of 
section 1209 (a); that is, essential to protection of the United States and clearly 
embodying and fixing the policy of administrative determination of just com- 
pensation us the maximum to be paid in case of total loss under war-risk insur- 
ance, unless the insured rejects such determination. The insured has the un- 
limited right and privilege to protect himself under the bill in any eventuality, 
since he can reject the determination of the Secretary at any time within 60 
days after the determination is made. 

The Association of American Ship Owners (letter to the Honorable Warren G. 
Magnuson, U. S. Senate, March 16, 1956, from the secretary of the associa- 
tion) objects to the “stated value” amendment proposed by the Department of 
Commerce (Maritime Administration) as being unnecessary in view of the first 
sentence in paragraph (2) on page 2 of the bill S. 1883. A reading of paragraph 
(2) shows that it puts only a ceiling on any total loss valuation in an insurance 
policy (that is, just compensation under sec. 902, which would be payable if the 
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vessel were requisitioned for title). The bill does not specify an administra- 
tive determination of loss valuation which will stand unless rejected by the in- 
sured. The Maritime Administration, on the contrary, introduces the element 
of definiteness now entirely lacking in the bill. Inconsistently, the association 
objects that the “stated value” clause could not or would not be binding, but 
objects to making it binding as clause (B) of the Maritime Administration 
amendment would do. Valuations stated in the policy simply as a maximum in 
terms of just compensation would be wholly indefinite, since only a judicial 
determination could finally determine such value in any disputed situation. 
Further, the proposed association amendment to clause (B) of Maritime’s 
amendment would make that amendment wholly ineffective as binding on the 
Government and the insured. 

As pointed out in my testimony on the bill S. 1833, there is no certainty under 
the existing insurance binders, which are left open as to valuation, the insured 
has no assurance that he will be paid any agreed value in the event of a total loss, 
and the maximum liability of the Government remains unsettled even though 
there may be a so-called agreed value (that is, agreed between the Maritime 
Administration and the insured) for the purposes only of fixing premiums. In 
the testimony we stated that the bill should be amended to provide that the total 
loss value of each vessel insured under the war-risk insurance program shall be 
specified in the insurance policy by the Secretary of Commerce, in order to fix 
finally beyond controversy the maximum amount to be paid in the event of a 
total loss, except where the insured rejects, as authorized in the bill, the valua- 
tion within the specified 60 days. 

In our testimony on behalf of the Maritime Administration and the Depart- 
ment of Commerce, we made it abundantly clear that we supported the concept of 
just compensation judicially determined as a right of the insured to protect him- 
self in the event of total loss of his vessel before general requisition is put into 
effect. We made it abundantly clear, on the other hand, that if the insured 
does not reject the stated value as provided in the bill within the permitted time, 
the stated value shall be binding beyond controversy, so far as valuation is con- 
cerned, in the event of a total loss. The insured will be protected under the bill 
and Maritime’s amendment in any contingency, so far as his right to just com- 
pensation value is concerned, by the bill’s procedure for rejection, if he is not 
satisfied with the value fixed by the Secretary of Commerce. If the insured ac- 
cepts the valuation, he knows what he will be paid and what his premiums will be 
and the Government knows what its risks will be and what the receipts against the 
risks will be. It may be noted in this connection, that in World War II owners of 
less than 5 percent of the vessels lost contested the Government’s just compensa- 
tion valuations by going to court (S. Rept. No. 2494, 81st Cong.). 

As the association stated in its communication to you, it is in the interest of 
both the Government and shipowner to assure continued operation of the Ameri- 
can Merchant Marine at the outset of any war or threat of war emergency. 
The insurance law is the mechanism for providing such protection to the Govern- 
men and to the shipowner in any period when ships are not able to secure private 
insurance and general title requisitions has not been effected. But the insurance 
principles should not be virtually eliminated in total loss cases as it would be if 
the views presented by these organizations should prevail. 

There is transmitted herewith in accordance with your request at the hear- 
ing a statement (three copies) showing World War II just compensation cases 
decided by the courts. As stated hereinabove, these cases involve only owners 
of 5 percent of the vessels requisitioned. Other owners accepted the Govern- 
ment’s determination. You will note that the courts’ determinations for the 
65 vessels amounted to 149 percent of the Government’s determinations, and just 
short of 55 percent of the owners’ claims. 

Sincerely yours, 
CLARENCE G. MorsgE, 
Maritime Administrator. 
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MERCHANT MARINE LEGISLATION 119 


THE SECRETARY OF COMMERCE, 
Washington, D. C., July 17, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


Dear Mr. CuarrMAN: In the hearings by the Senate Subcommittee on Mer- 
chant Marine and Fisheries, March 12, 1956, you requested our views on the 
statement on behalf of the Association of American Ship Owners relating to 
S. 2709, providing standby authority for priorities in ocean transportation by 
merchant vessels. Subsequently, there was submitted a statement from the 
American Merchant Marine Institute, Inc., under date of March 20, 1956. These 
statements raise similar questions and objections to the bill. In this letter we 
summarize our views on the primary objections raised by the two statements. In 
the attached statement we give our views in detail, first considering the general 
issues and then commenting on certain specific questions. 

The primary objections to enactment of S. 2709 may be grouped under three 
points: that adequate priority powers already exist; that the bill is too broad 
in scope of applications; and that this is not a proper time for enactment. 

Section 902 of the Merchant Marine Act, 1936, and Public Law 569, 88d Con- 
gress, under certain conditions, authorize the requisition of United States ship- 
ping and the requisition or purchase of foreign-flag tonnage. These laws are 
standby legislation, enacted in advance of actual need. S. 2709, under similar 
conditions and also on a standby basis, would authorize the imposition of well- 
tested controls over both foreign and United States shipping on a nondiscrimina- 
tory basis, and incidental controls over shore facilities under United States 
jurisdiction. All three of these types of legislation were enacted prior to United 
States entry into World War II, were exercised during that war, and were of 
utmost importance to its successful conclusion. All three types are an integral 
part of our present United States mobilization planning and defense programs 
with respect to ocean transport. 

It is, of course, impossible to anticipate the precise circumstances which might 
necessitate application of warrant controls to shipping using the port facilities 
of the United States and of allied countries. In recognition of this obvious fact, 
under North Atlantic Treaty arrangement countries joining the United States 
in the coordinated wartime control of shipping (and especially of “free” neutral 
shipping) have secured or are now securing control authority in accordance with 
their constitutional procedures. Having in mind the lessons of World War II, 
if the maritime agencies delayed their request for this type of legislation until 
the time when it must be placed into effect, as advocated by the Association of 
American Ship Owners in the case of the United States, their governments could, 
and no doubt should, be criticized for laches. 

The criticism that the bill is too broad in its scope of application is not well 
founded. S. 2709 is commensurate in scope with World War II legislation and 
regulations based on the Ship Warrants Act (Public Law 173, 77th Congress) and 
on related powers and functions specified in other legislation. Without adequate 
controls under a civilian agency, chaotic conditions would result as contrasted 
with orderly administration. Had the World War II warrant controls been in- 
adequate, and had it been impossible to close certain loopholes whereunder they 
could have been evaded, the situation would have worked hardship on the vast 
majority of shipowners and facility owners who willingly cooperated. Assuming 
requisition of United States ships under circumstances necessitating warrant con- 
trols, the “free” neutral shipowners would be the beneficiaries of the suggestions 
made by the opponents of this legislation. 

Existing priority law, in our opinion, is not adequate. The priority and alloca- 
tion powers under the Defense Production Act of 1950, do not squarely meet the 
legislative requirements. The Defense Production Act is primarily a domestic 
statute. It is a temporary emergency law, operative now only by partial exten- 
sions and is not standby in concept. Even if the necessary controls could be 
spelled out of the Defense Production Act and other laws and Executive orders, 
we believe it would be sounder for the Congress to legislate as in S. 2709, the 
specific forms of controls which will be applicable. The control of shipping, even 
on a quid pro quo basis, has serious international implications. Experience has 
shown that the specific warrant legislation of World War II was far more 
effective than the application to foreign vessels of domestic control legislation in 
World War I, Incidentally, the latter resulted in arbitration awards against 
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the United States, but no foreign claim against our Government resulted from 
the ship warrant legislation. 

As a general comment, most of the objections envisioned against the scope of 
S. 2709 would lie against other methods of control, any one of which could be 
administered or maladministered in such a way as to give rise to grievances. 
The objections assume extremes of maladministration and abuse of authority, 
which are not in fact likely to occur. Any grievances likely to arise under S. 
2709 can be remedied through normal administrative and judicial processes. 

The attached statement of views sets forth in detail our analyses and con- 
clusions regarding the main points herein summarized and certain questions. 

The Department recommends enactment in this session of Congress of the 
measure without substantial change. 

We have been advised by the Bureau of the Budget that it would interpose 
no objection to the submission of this letter to your committee. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


MARITIME ADMINISTRATION, DEPARTMENT OF COMMERCE 


VIEWS REGARDING STATEMENTS PRESENTED BEFORE THE SUBCOMMITTEE ON MERCHANT 
MARINE AND FISHERIES OF THE SENATE COMMITTEE ON INTERSTATE AND FOREIGN 
COMMERCE, BY THE ASSOCIATION OF AMERICAN SHIP OWNERS AND THE AMERICAN 
MERCHANT MARINE INSTITUTE, INC., ON THE SHIP WARRANTS BILL, S. 2709 


The primary objections made by the statements on behalf of the Association 
of American Ship Owners (hereinafter referred to as association) and the Amer- 
ican Merchant Marine Institute, Inc. (hereinafter referred to as institute) to 
enactment of S. 2709 may be grouped under three points: that adequate priority 
powers already exist; that the bill is too broad in scope of application; and that 
this is not a proper time for enactment. We will first consider the general issues 
raised and then comment more specifically on particular questions. 

As a preliminary to presentation of ur views, we may state that this legislation 
is an important part of the authority needed in the maritime field for our 
national defense. The bill is standby legislation to be put into effect when the 
President makes and proclaims his finding that it is necessary to carry out the 
purpose of the act, and operation thereof is to terminate upon proclamation of 
the President or as Congress May by concurrent resolution provide. The United 
States has statutory standby authority under section 902 of the Merchant Marine 
Act, 1936, and Public Law 569, 88d Congress, approved August 9, 1954 (68 Stat. 
675), to requisition for title or charter any citizen-owned ship and to requisition 
or purchase foreign-flag tonnage. The bill, S. 2709, would supply important mer- 
chant marine legislation necessary for standby purposes. 

Stated in brief, the bill provides that, whenever the President proclaims the 
act to be in operation and he deems it to be in the interest of national security 
or the maintenance of essential supplies and services, the President may prescribe 
regulations for the issuance and revocation of warrants and governing the use 
of shore facilities under the act with respect to any vessel using or seeking to 
use such facilities. The system of warrants for merchant vessels under the act 
is designed to enforce priorities in congested ports to those vessels of greater 
importance to our national security, to secure the maximum ecnomic use of 
available vessels and shore facilities, to prevent the waste of scarce materials 
and supplies in servicing vessels which might be engaged in activities harmful 
or unessential to the interest and programs of the United States, and to prevent 
unreasonable increases in charter hire and freight rates for ocean transportation. 
Under the bill, all vessels of whatever flag desiring to use the shore and port 
facilities of this country would be required to secure a warrant or similar docu- 
ment as a condition to the use of such facilities. The use of shore facilities 
would be prohibited to any vessel not having such a warrant. 

With reference to the priority and allocation powers under the Defense Pro- 
duction Act of 1950, in our opinion that act does not squarely meet the legislative 
requirements with respect to the merchant marine. The Defense Production Act 
is primarily a domestic statute. It is temporary emergency legislation, opera- 
tive only by extension from year to year, and is not standby in concept. Domes- 
tic control was applied to foreign shipping during World War I, resulting in 
serious difficulties and in arbitration awards against the United States after the 
war. In World War II, much broader and more effective controls were applied 
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through ship warrants which were administered in coordination with other statu- 
tory wartime controls, so that the merchant shipping was regulated for war needs 
on a unified basis suitable to the nature of, and the requirements to be met by, 
ocean shipping in foreign trade. It should be noted that no foreign claim was 
made against the United States based on warrant control. By requiring all war- 
raut holders using our port facilities to agree in their undertakings under the 
Ship Warrants Act to comply with administrative controls imposed as necessary 
and reasonable in particular cases, there was no discrimination against anyone 
in foreign trade and no occasion to invoke treaties prohibiting such discrimination 

Without authority as proposed under ship warrants, and if ships are not 
requisitioned in an emergency and are permitted, for any brief period before 
requisition, to earn on the basis of noncontrolled rates (limited only by what 
the traffic would bear under emergency conditions), excess-profits tax measures 
would most likely take such gain away from owner of American ships. Neutral 
shipowhers may not be taxed on the same basis as our United States operators 
subject to both control and special taxation, and ‘free’ neutral shipping could 
benefit exorbitantly. Neutral shipping could retain its gains to build new fleets 
with which to compete with American shipping postwar. 

Objection is voiced on the ground that the legislation is too broad in scope 
compared to the World War II law, and that property rights are not adequately 
protected against arbitrary action. The bill embraces only powers which were 
delegated by the World War II ship warrants law and those actually exercised 
thereunder in connection with related powers and functions of the Government 
specified in other laws (Public Law 173, 77th Cong., approved July 14, 1941; 55 
Stat. 591). The ship warrants law of 1941 was interpreted and applied as one 
element of overall control legislation enacted in the interest of the defense and 
war effort. Obviously, it was not regarded as independent of other wartime 
governmental activities. 

Experience in World War I and in World War II has sharply illustrated the 
lesson that in periods of war or general mobilization the efficient pooling and 
use of all available merchant shipping tonnage to meet the Government's re- 
quirement is of critical importance. Even with our reserve fleets of merchant 
ships, and with the cooperation of foreign ships in pooling arrangements, mobili- 
zation studies show that there would not be enough ships of the necessary types 
to meet all requirements. Free neutral shipping expecting to avail itself of 
United States port facilities must, as a quid pro quo for such sale, make 
reasonable contributions through carying necessary cargoes and foregoing ex- 
orbitant rates. The United States must be prepared to act in accord with its 
defense programs and mobilization requirements with respect to ocean transport. 

Objections to authorizing the standby control to be exercised when needed to 
meet our national obligations under Allied defense control (sec. 2, 3, and 7 of 
the bill) ignore the history of World War II, in wihch an aggressor country 
took over country after country separately at the beginning of the war. It is 
now generally recognized that a coordinated defense program is necessary. 
Under the North Atlantic Treaty approved by the Congress, defense plans have 
been developed of which the pending ship warrants legislation is a practical 
and important part. Other member countries already have or are securing 
similar authority in respect of use of their facilities for shipping. This coordi- 
nation does not involve delegaton of authorty on shipping policy to other coun- 
tries but provides for a cooperative functioning of ocean transport operations, 
as was the case in World War II. Instead of bringing about discrimination to 
the citizen operators in ocean shipping, it would be a protecton to the cooperat- 
ing owners. 

Both the association and the institute raise objections that S. 2709 does not 
contain the customary safeguards Congress provides for rate controls. This 
objection overlooks the fact well known to your committee that the use of the 
phrase “fair and reasonable” as a standard of law (sec. 4 (a) of the bill) for 
regulatory control (compared to “just compensation” in the case of requisition) 
is supported and illustrated by judicial and quasi-judicial precedents and deci- 
sions, and is an established rate regulation standard, determinations under 
which are subject to attack in the courts by any aggrieved person. The differ- 
ence between regulatory powers and exercise of eminent domain have been 
clarified in Supreme Court decisions. There is no guaranty that regulation will 
provide a generous profit to all affected by it. Under the warrants measure, 
all shipping using United States port facilities are placed on the same basis of 
control, which is applied through the disponents of the ships; that is, private 
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shipowners and charterers or requisitioning governments, as the case may be. 
A neutral foreign shipowner could take a ship to some other part of the world 
outside Allied controls, or he could lay it up. The United States Government 
would not take possession of his ship but would specify the conditions under 
which it could secure facilities under United States jurisdiction. 

In periods when Ameican ships would be under control by requisition, the 
effects of processes desired by the association would be of practical benefit only 
to neutral-flag ship owners who might claim they could not make a profit under 
a “fair and reasonable” rate level. There apears to be no reason to encourage 
claims from these sources on those grounds. 

In World War II, under the Ship Warrants Act, administrative processes 
worked very well in protection of any aggrieved persons. A Committee on Rate 
Appeals was established administratively by the War Shipping Administration. 
Only a dozen or so complaints were made (although more than 4,000 warrants 
were issued) against application of the War Shipping Administration rate level 
in specific cases. That rate level was admittedly below that of previous non- 
controlled rates but was still well above the preemergency rate levels, and made 
adequate allowance for increased cost of operating under emergency and wartime 
conditions. This control saved the United States and Allied countries very large 
amounts of money without any substantial objection to such control as evidenced 
by the small number of complaints. 

Controls must be effective so that all shipping will be on a fair and equitable 
basis. As previously stated, these controls are not new; they were tested in 
operation in World War II. Before and during World War II, the great majority 
of shipowners and facility owners cooperated willingly in the ship warrants 
program. In fact, complaints generally came from shipowners who were pleased 
to cooperate, but who pointed out other shipowners or facility owners who were 
evading warrant control through technicalities or loopholes not covered by regu- 
lations in the early stage of the program. In fact, priorities under ship warrants 
law were criticized by shipowners and ship facilities owners on the ground of 
inadequacy rather than stringency. It is believed that more objections are likely 
to be brought about by shipowners because of a loose and partially effective con- 
trol than to an adequate and uniform application of the controls. 

As to whether the requirements of the control authority are “fair and reason- 
able” in operation, every shipowner would have recourse to and protection 
of the courts. Nothing in the bill prevents such recourse. If the essential control 
of shipping be burdened with time-consuming and expensive procedural ma- 
chinery in order to protect against situations not likely in fact to occur, such 
machinery would only be of assistance to the few foreign neutral shipowners 
who would resort to all possibilities to reap exorbitant returns without cooperat- 
ing in our defense effort. From the viewpoint of practical operation, it is be- 
lieved that the operator of a United States-flagship which might briefly be under 

yarrant control prior to its requisition, can secure adjustment of his complaints 
on a Case-to-case basis before the administrative agency much more effectively 
and less expensively than by resort to court process. 

With reference to the desirability of enacting standby legislation at the present 
time, it is obviously not possible to anticipate the precise circumstances which 
might necessitate application of warrant controls to shipping using United States 
port facilities. 

We cannot predict what kind of defense effort or what scope of war activities 
may face this country even in the near future. It may very well be found neces- 
sary to control the trading areas of all ships prior to any overt hostilities for the 
benefit of vessel owners and their protection, as well as for the overall national 
interest. For this reason, it is not desirable to limit the operation of the standby 
legislation to periods simultaneous with general requisition under section 902 
of the 1936 act. Such a limitation would be satisfactory so far as the allied 
planning commitments made by members of the North Atlantic Treaty Organiza- 
tion are concerned, but might not be adequate in the interest of our merchant 
marine and our own defense. 

In the event of outbreak of war or of serious emergency necessitating placing 
standby warrant control legislation in effect, requisition under existing law of 
merchant shipping may follow quickly or after short delay. If requisition does 
follow quickly, merchant shipping will be fully and directly under control of the 
United States Government and the Warrant Act will serve only as an adminis- 
trative control mechanism so far as United States owners are concerned. In 
World War II an interval of some 6 months intervened between the activation 
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of the ship warrants controls (September 1941) and general requisition (April 
1942). During the Korean war neither requisition nor warrants control was 
necessary. Shipping was provided from our reserve fleet. We cannot, of course, 
guess as to the length of any interval between imposition of controls and requisi- 
tion in the future, but we must be prepared when the need arises. Conditions 
obtaining since the approval of the North Atlantic Treaty Organization are quite 
different from those obtaining in 1941. Warrant control authority should be 
available for use so that the United States can cope with any set of circum- 
stances so serious as to necessitate control over all shipping using United States 
port facilities. 

The mobilization plans of the United States, with respect to ocean transporta- 
tion, include as an integral part the enactment of legislation by the United 
States in advance of the actual need, in order that coordinated operation of 
our merchant marine and merchant marines of Allied nations can be in effective 
operation immediately. We cannot measure in advance the gravity of dangerous 
situations affecting ocean shipping. It is generally agreed that an attack with 
modern military force would be made without warning and might have a 
eatastrophic effect requiring action which could not await suitable legislative 
authorization under the circumstances. 

Precautionary enactment of standby legislation is entirely sound and would 
be consistent with existing statutes covering ship requisition and purchase. 
If the maritime agencies delayed their request for this type of legislation until 
the time when it must be placed into effect, as advocated by the association, 
the Administration could be criticized for laches, in the view of the lessons of 
World War II. 

Specific inquiry is made by the association as to the nature of the control 
contemplated under section 4 (c) of the bill (operating history of the vessel, 
prior sales or transfers, and operating practices of the applicant). The necessity 
of control, as contemplated in section 4 (c), is well illustrated by World War II 
experience in connection with activities of certain shipowners who used great 
ingenuity to evade wartime controls of Allied governments. Ships known to be 
trading for the benefit of the enemy and prevented from securing port facilities 
by tightened controls would be sold, either actually or colorably, to neutrals 
who would then apply for and demand ship warrants, with agreement to all 
the standard conditions. The applicant for a warrant on a “clean” ship might 
still have other ships remaining in activities outside Allied controls and ineligible 
for warrants but reaping returns from trade for enemy benefit. The price, 
terms, and circumstances of a sale would often give indication as to the bona 
fides of a transaction. For cases like these, it is necessary to have a general 
omnibus control clause to cover unforeseeable and undesirable activities by 
persons engaged in merchant marine operations and using our port facilities. 
No one can tell in advance the specific evasionary schemes which should be 
subject to control. 

With reference to another specific inquiry, the law to be adequate must cover 
incidental and supplementary matters which circumstances may make it im- 
portant to control. These matters were covered by general orders under World 
War IT legislation. In practice these regulations related to such matters as 
(a) requiring warrant holding vessels when outside of United States territorial 
waters to remain at specified distances from certain United States defense 
installations, (b) requiring observance of special berthing arrangements in 
specified ports to accommodate certain vessels critical in the war effort, and 
(c) requirements relating to transportation of specified categories of passengers. 
We cannot foresee the need for such special provisions in advance and they should 
be incorporated in this standby legislation to avoid the necessity of piecemeal 
congressional action in time of crisis or war. This is implicit in any scheme of 
legislation unified to cover the problems with respect to ocean shipping in a 
defense emergency. 

In summary, we present these conclusions : 

Standby ship warrant legislation is necessary and desirable. Existing priority 
law is not adequate. Even if national-defense controls could be spelled out of 
the Defense Production Act and other laws and Executive orders to meet the 
problems certain to arise in connection with ocean shipping with its direct inter- 
national aspects, we believe that it would be sound for Congress to legislate, 
as in S. 2709, the specific forms of controls applicable to shipping which will 
desire to enjoy facilities under the jurisdiction of the United States during its 
continued operation under defense or war circumstances. 
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As in World War II, Allied countries joining with this country in any defense 
effort will cooperate in controlling shipping and especially “free” shipping, so 
as to channel it into trades and cargoes promoting the common effort, and to 
prevent profiteering through exorbitant freight or charter rates which would be 
an unjustified drain on national finances. 

The standby law should be effective in meeting the problems. The bill would 
coordinate in one statute standby controls applieable to all shipping, including 
free neutral shipping, so that it will be able to function with a minimum of 
confusion in time of emergency. If the bill were reduced to ineffectiveness with 
respect to rate and other controls, authority to apply adequate controls would 
necessarily have to be pieced together to save the United States from exorbitant 
expenditures and to prevent discrimination against cooperating shipowners and 
facility owners who we believe will constitute the great bulk of persons subject 
to the law. Without these types of controls under civilian agency, chaotic 
conditions would result as contrasted with orderly administration of necessary 
controls. 

Most, if not all, objections made to the standby proposal envision extremes 
of maladministration and abuse of authority, which are not in fact likely to oc- 
cur. Any grievance likely to arise can be remedied through normal adminis- 
trative and judicial processes. Most of the objections envisioned wou'd lie 
against any other methods of control, any one of which could be administered 
or maladministered in such a way as to give rise to grievances. If the Govern- 
ment should wish arbitrarily to deprive American shipowners of benefits of un- 
controlled operation under emergency conditions, it could invoke general requi- 
sition of ships before it became necessary. No one would desire such action. 
It is clear that regulatory controls over all ships coming within United States 
jurisdiction, including free neutral ships, properly administered in accordance 
with the circumsiances are necessary, and enactment thereof is required by 
sound national policy in face of visionary or theoretical objections. Legislation 
designed to meet all such objections could be so ineffective as to give rise to 
critical danger to the United States in the event of a defense crisis or a war. 
The warrants control proposal presents a key segment to necessary conduct of 
a defense effort and preserves in one agency the administration of adequate 
regulatory provisions in the interest of the Nation and the industry. 

Legislation in advance of immediate need is sound. We cannot predict what 
kind of defense effort or what scope of war activities may face this country even 
in the near future. The mobilization plens of the United States with respect 
to ocean transportation include as an integral part the enactment of legislation 
by the United States in advance of the actual need, in order that coordinated 
operation of our merchant marine and the merchant marines of Allied nations 
can immediately be in effective operation. 

Precautionary enactment of standby legislation is entirely sound and would 
be consistent with existing statutes covering ship requisition and purchase. If 
maritime agencies delayed their request for this type of legislation until the 
time when it must be placed into effect, as advocated by the association, the 
administration could be criticized for laches, in view of the lessons of World 
War IL. 
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